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VABSTRACT
The Government of Malaysia has been encouraging the 
modernization of the Malaysian Flue-cured Virginia (MFCV) tobacco 
industry, with the objective of increasing farmers' incomes and 
levels of living. Part of the encouragement has been in the form 
of regulating minimum prices and the grading structure, providing 
extension services and input subsidies, imposing import duties 
on tobacco and cigarettes, and implementing projects with 
advanced technologies for tobacco production. Some groups claim 
that the industry is receiving too much governmental assistance. 
Therefore, the purpose of this study is to measure the extent of 
the assistance. In particularly, it measured the assistance 
given to the tobacco growing and curing activities, both 
individually and jointly, for 1980 and 1984. The measurement of 
assistance is based on the theory of the effective rate of 
protection. A number of standard measures, including the Nominal 
Rate of Assistance, Gross Subsidy Equivalent, Effective Rate of 
Assistance and Net Subsidy Equivalent are employed in measuring 
the assistance. The methods used to derive these measures are 
those employed by the Australian Industries Assistance Commission 
which in turn are derived from the work of Balassa.
The study found that, if it is assumed that all assistance 
flows to growers, in 1980 the growing activity received very high 
assistance: the estimated effective rate of assistance was 1,232 
per cent. The effective rate of assistance for 1984 was not 
calculated due to the negative value-added, implying even higher
assistance. Under this assumption, the estimated effective rates 
of assistance for the curing activity were -12.44 and -3.6 per 
cent for 1980 and 1984 respectively, implying the activity was 
taxed by the community.
With the assumption that the assistance was fully 
retained by curers, the assistance given to the growing activity 
in 1980 and 1984 was low with the estimated effective rates of 
assistance being 22.06 and 14.92 per cent respectively. The 
effective rates of assistance for the curing activity in these 
years were not calculated due to the negative value-added, 
implying very high assistance.
The study found that the assistance given to the joint
activity of tobacco growing and curing for 1980 and 1984 was
high: the estimated effective rates of assistance were 107.34 and 
169.64 respectively. It is concluded that, probably, the 
estimated assistance of the joint activity is most indicative of 
assistance received by growers and curers in these years. 
Comparisons with other studies suggest that the rates of 
assistance given to the joint activity of tobacco growing and 
curing in 1980 and 1984 were generally far higher than that for 
other agricultural activities in 1973, in particularly for 
smallholder rubber, oil palm, coconut, livestock, food crops and 
total primary industry. The rates were also far higher than 
that for several agricultural activities in 1977, in particularly 
smallholder rubber, oil palm, cocoa, cocoa-coconut 
(intercropping) and rice.
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1CHAPTER 1
INTRODUCTION
The tobacco industry has for long been a highly topical 
and emotive issue (Muller (1978), The Economist Intelligence Unit 
(1981 and 1983) , Tylor (1984)). Most of the debate has tended to 
focus upon the issue of smoking and its impact on health. 
Although there is medical evidence that shows cigarette smoking 
to be harmful to health (The Royal College of Physicians (1962 
and 1964) , Doll and Peto (1964) , Gori (1976), and New Scientist 
(1977)) as cited by Muller (1978, pp. 26-33); (Koop, 1982) as 
cited by Tylor (1984, p.xvii)), the tobacco industry has insisted 
that the case against cigarettes is not proven, the evidence 
being purely statistical and the precise causal mechanism by 
which cigarettes are alleged to cause harm has never been 
identified (Tylor, 1984; pp. xvii-xviii). Most governments, 
however, have taken minimal action against tobacco products, 
perhaps because tobacco products provide governments with a 
reliable source of revenue, provide thousands of jobs, contribute 
to perceived balance of payments problems, and provide a regular 
cash crop for farmers. In the third world countries, where 
almost half of the total world tobacco cultivation is found, the 
crop has helped to increase the living standards of farmers, 
eradicate rural poverty, and helped development generally (The 
Economist Intelligence Unit (1980, 1981 and 1983), Muller (1978) 
and Tylor (1984)).
2In Malaysia, despite the pressures from various groups for 
the Government to close the domestic tobacco industry and 
increase efforts to reduce domestic cigarettes consumption, the 
Government continues to provide assistance to the domestic 
tobacco industry. Indeed, the government has been encouraging 
the modernization of the tobacco growing industry, with the 
objective of increasing farmers' incomes and their living 
standards. On the other hand, the Government has also been 
attempting to reduce cigarette consumption and lower the health 
risk of smoking by imposing legislation on smoking hazard warning 
labelling, prohibiting cigarette advertisements on TV and radio, 
prohibiting smoking in certain locations (including certain parts 
of government offices), segregating smokers from non-smokers in 
most forms of public transport and imposing health warning 
requirements in cigarette advertisements in the press, magazines 
and cinemas.
In addition, there are groups who have claimed that the 
domestic tobacco industry is receiving too much assistance from 
government. A study of assistance to the tobacco industry by 
Ibrahim (Ibrahim, 1985; pp. 7-9) uses an approach that is
variance with that recommended in this study. This will be
discussed in Section 5.3 of Chapter 5. This study has the
objective of measuring more accurately the extent of such
assistance, and its results should facilitate a better 
understanding of policies relating to government assistance for 
the industry. The study uses the standard measures of 
assistance, in particular, the Gross Subsidy Equivalent, Net 
Subsidy Equivalent, Nominal Rate of Assistance and Effective Rate 
of Assistance. These measures will be discussed in Chapters 2
3and 4. The rest of this chapter is devoted to a discussion of 
position of the tobacco industry within the Malaysian econo'my.
1.1 Malaysian Economy and The Importance of Agricultural Sector
As a developing country, Malaysia has shown an impressive 
rate of economic growth. In 1960s and 1970s, her economy 
recorded high and sustained rates of growth. From 1966 to 1980 
the Gross Domestic Product (GDP) at purchasers' value rose at 
five year average annual growth rates (1966-1970, 1971-1975, 
1976-1980) ranging from 5.5 to 8.6 per cent. The sustained high 
growth in Malaysian economy was basically the result of the 
country's wealth in natural resources (P.Hasan, 1980; p.23). 
During the 1970s, Malaysia managed to maintain a stable high 
economic growth rate through her monetary and fiscal policy 
(Malaysia, 1984b ; p. 4) . However, the growth of GDP declined from
7.8 per cent in 1980 to 5.8 per cent in 1983, due to the 
prolonged global economic recession.
The primary sector (agriculture, forestry, livestock, 
fishing, mining and quarrying) plays an important role in 
Malaysian economy. As a result of diversification programs, the 
domination of rubber and tin in the economy since colonial days 
has been reduced by the expansion of petroleum, timber, rice, 
palm oil, cocoa, pepper, pineapple, coconut, livestock and 
tobacco. The primary sector continues to have a major share in 
GDP (see Appendix A) and it supports the vast majority of the 
population. On the other hand, the export sectors which 
developed under colonialism, still dominates the Malaysian 
economy. Its export orientation is highlighted by a ratio of
4merchandise exports to GDP which has ranged from 41 to 107 per 
cent. The growth trends of export sectors, are given in Appendix 
B.
The agricultural sector (including forestry, livestock and 
fishing) occupies a dominant but declining position in the 
primary sector and the overall economy. It plays an important 
role in overall economic development through its contribution 
to GDP, employment and foreign exchange earnings. Table 1.1 
shows the agricultural sector's role in economy. In 1983, this 
sector contributed 22 per cent of GDP, 37 per cent of Gross 
Commodity Exports and 37 per cent of employment.
The percentage contribution of the Agricultural Sector to 
the GDP ,exports and employment shows a steadily declining trend, 
which reflects the structural transformation taking place in the 
Malaysian economy as economic development proceeds. It is 
expected that the agricultural workforce will reach a maximum 
level at some time during the Fifth Malaysia Plan 1986-1990 
(R.T.Shand, 1984; p. 3). Despite this structural transformation, 
in absolute terms the contribution of Agricultural Sector to the 
economy is still substantial and important. Indeed, the National 
Agricultural Policy (NAP) (released in early 1984) was formulated 
in the light of the required role of the Agricultural Sector in 
national development. The NAP addressed itself to the further 
alleviation of poverty, as well as the need to maintain and 
sustain the contribution of Agricultural Sector. Formulated with 
the objective of maximising income from agriculture, the NAP 
aimed to achieve its objective by expanding production of 
traditional export crops, developing and promoting potential
5export crops and developing and expanding the production of food 
and industrial crops (with the exception of rice cultivation).
Table 1.1: Indicators of the Agricultural Sector’s 
Share In the Economy
INDICATOR 1965 1970 1975 1980 1983
GROSS DOMESTIC PRODUCT (GDP)
GDP in 1970 prices ($ mill) 6,552+ 12,308 17,365 26,228 31,398
Share of agricultural sector* 31.57. 317. 287. 247. 227.
EMPLOYMENT
Total employment (1000) 2,599 3,396 4,247 4,817 5,245
Agricultural sector (1000) 1,350 1,715 1,924 1,911 1,941
Share of agricultural sector* 52.17. 50.57. 45.37. 39.77. 377.
EXPORT
Gross commodities ($ mill) 3,749 5,163 9,089 28,172 32,923
Major agricultural commodities 
($ mill) 1,980 2,900 4,495 12,381 12,181
Share of agricultural sector* 537. 56.27. 507. 447. 377.
Share of: Rubber 397. 33.47. 22.27. 16.47. 11.17.
Palm oil 3.17. 5.17. 15.17. 97. 97.
Sawlog & timber 9.57. 16.37. 117. 13.57. 12.27.
Note: + In 1965 prices.
* Taken together with forestry and fishing
SOURCES Mid-Term Review of the First Malaysia Plan 1966-1970 (p . 17) , 
Second Malaysia Plan 1971-1975 (p. 31) , Third Malaysia Plan 
1976-1980 (p.19), Fourth Malaysia Plan 1981-1985 (p.ll, p. 81), 
Mid-Term Review of the Fourth Malaysia Plan 1981-1985 (p. 127) .
As one of the industrial crops and also as a potential 
export crop (as recognised by government), tobacco under the NAP 
will continue to be grown but emphasis will be directed towards 
increases in productivity and the improvement of quality. The 
expansion of tobacco cultivation on Bris soil (Sandy Loam) 
where possible, will be encouraged. However it will not be 
allowed to replace rice too extensively. It is believed that 
tobacco will continue to play its role in arresting poverty and 
uplifting the living standard of rural people, specifically for 
existing tobacco farmers.
61.2 Malaysian Flue—cured Virginia (MFCV) Tobacco Industry
1.2.1 The Background of The MFCV Tobacco Industry
The growing of Flue-cured Virginia tobacco industry
was innitiated with an experimental acreage of about 8 hectares
in 1959 (Teo Hui Bek, 1979; p.l). It was introduced on a
commercial basis in 1963 (Mustaffa, 1984; p.2). The, MFCV
tobacco industry involves farmers who grow the tobacco plants,
harvest and grade the green leaf before selling them to
2professional curers who then cure, grade and pack the cured 
leaf. The curer then sells the leaf to cigarettes manufacturers. 
Therefore, growing is clearly separated from curing (including 
grading and packing the cured leaf). Curing, in turn, is quite 
distinct from cigarettes manufacturing.
1.2.2 Establishment of The National Tobacco Board
Since the MFCV tobacco industry was introduced 
commercially in 1963, the Malaysian Tobacco Company (MTC) has 
been responsible for co-ordinating much of the production of 
green leaf. It provided facilities including credit, inputs, 
extension services, marketing, research and supervision and 
control and, in addition, managed curing stations. There were 
also some individuals or companies who set-up their own curing 
stations.
1 In this study, unless otherwise indicated, the word "Flue- 
cured Virginia tobacco" refer to "Nicotiana tobacum".
2 In this study, the word "curer" means a private company who 
does business of curing tobacco by the process of flue-curing.
7In the late sixties a rapid increase in the number of 
private curers resulted in the breakdown of the existing 
cultivation system implemented by the MTC. Consequently, quality 
and yield deteriorated. Further deterioration occured when 
the MTC withdrew from the curing business in 1972. In late 
1973 a statutory body called the National Tobacco Board was 
established under the National Tobacco Board (Incorporation) Act, 
1973. The Board was responsible to the Ministry of Primary 
Industries for the control, regulation and development of the 
MFCV tobacco industry.
1.2.3 Distribution of Tobacco Cultivation: Soil and 
Enviromental Requirements
Since its introduction, the area under tobacco has 
expanded in many states in Malaysia, including Johore, Kedah, 
Kelantan, Melaka, Negeri Sembilan, Perils, Pahang and Trengganu. 
The distribution of MFCV tobacco cultivation areas is shown in 
the map in Appendix C and also Table 1.2. Tobacco grows best on
TABLE 1.2: Distribution of Tobacco Cultivation
(Unit:Hectare)
State/Area 1979 1980 1981 1982 1983 1984
Kelantan and Besut 9,285 10,158 9,893 10,118 8,929 7,402
Trengganu 2,015 1,907 1,878 1,233 2,581* 2,044
Pahang, North East Johor 
and South East Trengganu 336 305 186 758 244 198
Kedah and Perils 511 555 688 268 703 704
Melaka, N.Sembilan and 
West Johore 352 318 321 350 366 200
Total 12,499 13,243 12,966 12,727 12,792 10,548
Note: * Besut and South Trengganu are included.
SOURCES: Ministry of Primary Industries, 1985, Perangkaan Asas 
Barangan Utama 1983, Kuala Lumpur,
National Tobacco Board, 1985, Tobacco Statistics 1984, 
the National Tobacco Board, Kota Bharu.
8easily drained, high-lying, rain-fed light sandy soil. In the 
rice growing areas, tobacco is usually planted after a rice crop. 
Because tobacco requires an open area without shade, it is not 
recommended as an intercrop. In some of the Bris soil (Sandy 
Loam) areas of the East coast of Peninsular Malaysia, especially 
in areas where there are major physical constraints to planting 
other crops, tobacco has become the only cash crop. Due to pest 
and disease problems and varying nutrient requirements, the 
rotation of tobacco with other crops such as groundnuts, 
vegetables and watermelon is not recommended (Teo Hui Bek, 1979;
p.7)|
1.2.4 Tobacco Growing, Cropping Seasons and 
Cost of Production of Green Leaf
The growing of tobacco involves the six stages: seedbed
preparation, secondary seedbed preparation, field planting,
post-planting maintenance, harvesting and marketing. The
details of these stages are given in Appendix D. Different
planting programmes for different growing areas are recommended.
These differences are due to climatic variations between the wet
and dry seasons (see Appendix E and F). The planting programme
allows for 3 or 4 crops per year, with a crop planted in December
or January followed by two or three other crops planted at about
1 to 1.5 month intervals. This staggers the harvesting season,
3allowing curers to maximise the utilisation of barns and also 
enables farmers to spread their operations over time.
3 For this study, the word "barn" means a building used for 
curing tobacco by the process of flue-curing.
9The tobacco cultivation in Kelantan State (main tobacco 
cul^ivation area) is typically undertaken in conjuction with a 
number of other short-term crops such as watermelons, groundnuts, 
rice, fruits and vegetables (see Appendix F). Although there 
is inevitably some coincidence of labour requirements among the 
various crops, competition for labour which occurs with tobacco 
comes from minor crops. As regards the major crop, particularly 
rice, tobacco is complementary: its periods of high labour 
requirements arise at different times of the year to those of 
main season rice (Economist Intelligence Unit, 1983; pp. 94-6).
There is a closed season ranging from 2 to 3 months, 
enforced to control pests and diseases (Teo Hui Bek, 1979; p.4) . 
The cost of production of green leaf (in the traditional system) 
depends mainly on the cost of inputs used and cost of labour 
involved in production . Appendix G, shows that the cost of 
producing 1 kilogram of green leaf (in traditional system) in 
1980 was 62.3 cents, and 67.1 cents in 1984.
1.2.5 Acreage, Farmers Involved and Output of Green Leaf
Table 1.3 shows the acreage, number of farm families and 
family members involved in tobacco growing, output, value, yield, 
and average and real prices of green leaf produced. Tobacco 
cultivation increased from 2,059 hectares in 1970 to 9,870 in 
1974, and to 10,548 hectares in 1984. In 1984, 43,656 farm 
families were involved in tobacco growing, compared to 103,721 in 
1976. The total acreage and production in 1984 (10,548 hectares 
and 72.036 million kgs) was larger than in 1976 (8,837 hectares 
and 46.797 million kgs). Based on the study carried out by the
10
NTB, on average, 2.5 farm family members were directly involved 
in tobacco growing (National Tobacco Board, 1984; p.15) . 
Therefore, it estimated that about 109,140 farm family members 
were involved in tobacco growing in 1984, compared to 259,302 in 
1976. This is because of the NTB's efforts to regulate the 
tobacco growing and curing activities, particularly between 1976 
and 1979.
The output of green leaf has been fluctuating during 
recent years (1980-1984) (see Table 1.3). This has been caused 
by differences in quota allocations and also the adverse weather 
conditions, particularly in the State of Kelantan which accounts 
for just over 70 per cent of total production (Ismail and 
Mohayiddin, 1983; p.2). In respect of yield, for the period 1974 
to 1984, it has fluctuated between 530 and 793 kilograms per 
hectare (cured leaf weight). This was mainly due to weather 
conditions. Despite fluctuations in output, there has been a 
steady increase in the total value of green leaf produced in the 
period 1976 to 1983. However, the total output value declined in 
1984 due to reduced output. Nominal prices fluctuated during the 
period 1976 to 1984. There has also been a fluctuation in real 
prices over the period of 1976 to 1980, followed by a decline in 
real prices since 1981 (see Table 1.3).
1.2.6 Marketing of Green Leaf and Farmer's Income
Tobacco growers bring their harvested leaf to the curing 
station or to the buying sheds set up by the curer with whom they 
are registered. The leaf is sorted according to pre-determined 
criteria, and paid for in cash by curers according to the grade
11
TABLE 1.3: Acreage, Number of Farm Family and Members, 
Yield, Output, Value and Prices of Green Leaves
AVERAGE REAL+YEAR ACREAGE FARM FAMILY OUTPUT VALUE YIELD* PRICE PRICE
(HEC) FAMILY MEMBERS MILL KG MILL $ KG/HEC CENT/KG CENT/KG
1974 9,870 n. a n . a 76.332 n. a 773 n. a n. a1975 14,448 n. a n. a 92.025 n. a 637 n. a n. a1976 8,837 103,721 259,302 46.797 17.379 530 37.1 25.11977 9,499 91,060 227,600 72.900 32.042 767 44.0 28.41978 12,868 60,715 151,785 92.118 34.059 715 37.0 22.81979 12,495 64,209 160,725 75.505 37.823 603 50.1 29.81980 13,238 43,486 108,715 99.414 46.361 793 46.6 26.01981 12,969 53,035 132,587 67.924 41.666 593 61.3 31.11982 12,727 44,016 110,152 82.655 52.323 753 63.3 30.41983 12,792 44,461 111,152 90.453 56.823 757 63.0 29.21984 10,548 43,656 109,140 72.036 46.497 679 65.0 29.0
Note: * In term of cured leaf.
n. a Not availabe.
+ This real prices based on (1967= 100) .
Sources: Ministry of Primary Industries, Perangkaan Asas Barangan 
Utama Tembakau (various issues), Kuala Lumpur;
National Tobacco Board, Tobacco Statistics (variuos 
issues), Kota Bharu;
Bank Negara Malaysia, Monthly Statistical Bulletin 
April-May 1985, Kuala Lumpur.
and price structures, specified and regulated by the NTB. The 
curers may also deduct outstanding credit owed by farmers. In 
1984 the regulated price ranged from 18 to 76 cents per kilogram 
(see Appendix H). The average price of green leaf in 1982 was
63.3 cent per kilogram. In 1983 it declined to 63 cents per 
kilogram, but increased to 65 cents per kilogram in 1984 (see 
Table 1.3).
A farm family normally plants an average of about 0.2 
hectare of tobacco per year, but there are families who plant up 
to 2 hectares per year. Tobacco farmers can earn an average net 
income of $3,499/hectare/year (about A$l,941/hectare/year). On
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the other hand, tobacco farmers who participate in the 
Grower-Curer Project (farmers growing and curing their own 
leaf) can obtain incomes of $31,866 per year or $2,164 a month 
for a tobacco holding of 1.6 hectares. This would amount to as 
much as $19,800/hectare/year (or A$10,982/hectare/year) (Ministry 
of Primary Industries, 1985; p.39).
1.2.7 Process of Flue-curing and Cost of
Production of Cured Leaf
Flue-curing is a process which involves the controlled 
removal of water from green leaf (which contain up to 90 per cent 
water) and converting it into cured leaf, which should have a 
moisture content of 12 to 15 per cent. Technically, flue-curing 
is performed in small, tightly construction, barns measuring 4.9m 
x 4.9m x 6m (conventional barn) with artificial heat applied, 
starting at 3 2 °G and ending around 7 6.6° C. The carefully 
controlled drying process (curing) is achieved by regulating the 
temperature and ventilation. In this process the green leaf 
turns yellow to reddish-orange in colour, thin to medium in body 
and mild in flavour (DeBardeleben, 1980, p . 19) . Curing takes
about 5 to 7 days with the curing ratio (weight of green leaf 
required to produce 1 kilogram of cured leaf) varying from 7 to 
12 depending on the quality of green leaf, weather conditions 
during harvesting and the curing process itself (see Appendix I).
At present, there are two ways of curing: the 
conventional barn and the bulk cure. For reason of cost, the 
bulk cure is more acceptable to curers. Though these methods
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are different, in respect of quality they are similar. Bulk 
curing has been used by curers since early 1980's, however at 
present the number of such barns is still small: there were only 
316 bulk curers compared to 5,060 conventional barns in 1984. In 
respect of cost of production of cured leaf (based on the 
conventional barns) in 1984 was $11.40 per kilogram (see Appendix 
J) compared to $10.02 in 1980.
1.2.8 Curers Involved and Job Creation
There were 336 curers in 1984. They are mainly private 
companies, although a few of them are Farmers' Cooperatives. 
Curing is also undertaken by the State Development Corporation. 
The number of curers operating varies over time (see Table 1.4), 
since some curers do not operate their curing stations in 
certain years. The tobacco curing sector provided employment for 
20,145 rural people in 1981, the number employed increased to 
28,523 in 1984 (this include the permanent and the seasonal 
workers) . A worker employed in curing may earn about $150 to 
$350 per month, varying according to their skills.
1.2.9 Quota Allocated, Production and Quality of Cured Leaf
Production of cured leaf increased from 1.894 million 
kilograms in 1970 to 7.157 million kilograms in 1984. For the 
period 1974 to 1984 production fluctuated between 4.68 and 10.49 
million kilograms (see Table 1.4). This was because of 
variations in the production of green leaf, due to weather 
conditions and differences in yearly production quotas (see Table 
1.4). The quality of cured leaf produced by the industry depends
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TABLE 1.4: Number of Curers, Quota Allocated, and Output, Value, 
Average Price and Grades of Cured Leaf Produced
YEAR CURERS
QUOTA * 
(MILL KG)
0UTPUT+ 
(MILL KG)
VALUE
($MILL)
AVERAGE
PRICE
($/KG)
GRADE
HIGH
OF LEAF(%)
MEDIUM LOW
1974 n. a 8.826 7.633 55.949 7.33 52.2 24.3 23.5
1975 n. a 11.374 9.202 63.960 6.95 41.4 27.8 30.8
1976 343 6.630 4.680 32.713 7.00 34.9 32.8 32.3
1977 312 7.342 7.290 59.632 8.18 59.8 20.1 20.1
1978 320 8.916 9.203 62.764 6.95 43.7 25.1 31.2
1979 337 10.136 7.534 69.915 9.27 n. a n. a n. a
1980 337 8.622 10.497 86.075 8.25 50.9 28.7 20.4
1981 327 10.559 7.694 80.706 10.68 40.0 33.3 26.7
1982 333 10.527 9.578 111.437 11.63 55.8 24.8 19.4
1983 352 9.449 9.685 105.010 10.84 50.0 24.6 25.4
1984 336 8.388 7.157 81.234 11.35 51.9 25.2 22.9
Note: * In term of cured leaf.
+ Including non-descriptive leaf.
SOURCES: Ministry of Primary Industries, Perangkaan Asas 
Barangan Utama Tembakau (variuos issues),
Teo Hui Bek 1979, Tobacco Statistics (various issues), 
National Tobacco Board, Kota Bharu.
greatly on the quality of green leaf used in the curing process 
and the curing technique itself. In 1984, cured leaf comprised
51.9 per cent high grade, 25.2 per cent medium grade and 22.9 per 
cent of low grade. Table 1.4 shows that the grade compositions 
of cured leaf has varied from year to year.
1.2.10 Marketing and Prices of Cured Leaf
Curers may choose to market cured leaf from their curing 
stations, or they may deliver their tobacco to the central 
marketing stations (usually curers deliver their disputed bales 
to this market) operated by the NTB which then sells it to 
various cigarette manufacturers, according to price and grade 
structures specified and regulated by the NTB. In 1984 the
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regulated prices ranged from $1.32 to $14.50 per kilogram 
(see Appendix K). Table 1.4 shows that the average prices of 
cured leaf from 1974 to 1984, the average price for 1984 was 
$11.35 per kilogram. The average prices depend on the price 
structure and its grade out-turn.
1.3 Cigarette Manufacturing and Market Trends
1.3.1 Cigarette Manufacturing
Cigarette manufacturing is currently dominated by three 
big companies which produce high quality cigarettes (using 
high quality tobacco). There are also three small manufacturers 
which produce low quality cigarettes (using low quality tobacco) 
which account for less than 3 per cent of cigarette market share. 
Table 1.5 shows that the domestic cigarette production has 
increased from 12,464 tonnes in 1978 to 14,671 tonnes in 1984. 
Production has shown small fluctuations between 1978 and 1984, 
mainly caused by the changes in cigarette demand discussed 
below.
The domestic cigarette industry produce British Blend 
cigarettes (which use 100 per cent of Virginia tobacco). The 
locally produced cigarettes contained about 53 per cent of MFCV 
tobacco in 1978, however, the local content has increased 
gradually to 60 per cent in 1984 (see Table 1.5). Imported 
tobacco (usually high quality tobacco) is blended with the MFCV 
tobacco, which normally does not posses the desired smoking 
qualities and consistency (Teo Hui Bek, 1979; p.18). Table 1.5
TABLE 1.5 SELECTED INDICATORS OF CIGARETTE MANUFACTURING AND SALES
YEAR
DOMESTIC CIGARETTES Usage of 
MFCV - 
( % )
Import of cigarettes Import of factured
unmanu-
tobacco Demand of MFCV 
Tobacco 
(Tonnes )
Production 
(Tonnes)
Sales 
(Tonnes)
Sale value 
Exfactory 
($ Mill)
Growth in 
Sales 
( % )
Volume
(Tonnes
Value
) ($Mill GIF)
Vo 1ume 
(Tonnes)
Value
($Mi11 GIF)
1978 12,464 12,078 602.0 4.1 53 1,829 24.36 6,459 80.27 8,916
1979 13,479 12,865 642.1 6.5 57 3,541 39.07 4,189 55.04 10,136
1980 13,529 13,056 578.0 1.5 61 2,891 46.91 4,241 61.66 8,622
1981 13,744 13,531 719.6 3.6 56 2,945 57.19 3,270 55.16 10,559
1982 14,267 13,726 801.5 1.4 55 3,212 65.37 3,203 58.16 10,527
1983 13,670 12,795 862.7 - 6.8 59 905 23.35 1,580 24.25 9,449
1984 14,671 13,406 956.4 4.8 60 1,146 19.15 4,054 76.79 8,388
SOURCES : Basic Statistics on Tobacco, 1985 (p.5, p . 16, p.17 - p.18) 
Review The National Tobacco Plan, 1985 (p.3)
National Tobacco Plan, 1980 (p.61)
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also shows that imports of unmanufactured tobacco was 6,459 
tonnes in 1978, with imports declining gradually to 1,580 tonnes 
in 1983 but increasing to 4,054 tonnes in 1984 (mainly caused by 
the crop failure in MFCV tobacco industry in that year).
On the other hand, the demand of MFCV tobacco (which is 
equivalent to the cured leaf production quota) for the period of 
1978 to 1984 has fluctuated between 8,388 and 10,559 tonnes 
(see Table 1.5). Demand depends on the growth of cigarette 
market, substitution of imported tobacco for MFCV tobacco, 
manufacturers' stock holdings and consumers' preference for 
American Blend cigarettes which have have a content of about 45 
per cent Flue-cured Virginia tobacco, 53 per cent of Burley 
tobacco and 20 per cent of Oriental or Maryland tobacco (National 
Tobacco Board, 1982)
1.3.2 The Cigarette Market
Yearly sales of locally produced cigarettes for the 
period 1978 to 1984 has fluctuated in the range of 12,078 tonnes 
to 13,406 tonnes (see Table 1.5). For the same period, yearly 
growth rates of locally produced cigarette sales have also 
fluctuated, with a declining trend since late 1970s. In fact, 
sales dropped by 6.8 per cent in 1983. This declining trend is 
mainly due to increased cigarette prices. The anti-smoking 
campaign has probably also contributed to the drop in demand for 
cigarettes.
On the other hand, there were substantial imports of 
cigarette in the period 1979 to 1982, ranging between 2,891 and
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3,541 tonnes (see Table 1.5). As with the production of locally 
produced cigarettes, the importation of cigarettes also dropped 
substantially in 1983. There has also been a change in smoking 
preferences since late 1970s from British Blend cigarettes to 
American Blend cigarettes. American Blend cigarettes sold in 
Malaysia are mainly imported, and the American Blend locally 
produced cigarettes only contain 45 per cent MFCV tobacco. 
Therefore, there has been a reduced demand for MFCV tobacco. It 
was believed that the change in smoking preference is the 
result of intensive advertising by the promoters of American 
Blend cigarettes.
1.4 The National Tobacco Plan
Since 1980, the National Tobacco Board has been 
implementing a strategy, called the National Tobacco Plan, to 
ensure a co-ordinated approach to development and expansion of 
the tobacco industry in the interests of all sectors involved. 
This plan covers wide ranging aspects of the development of the 
tobacco industry including production, curing, manufacturing, 
research and services. The plan basically provides the policies 
and strategies to ensure sustained quality improvements in the 
production of tobacco leaf. Furthermore, this plan aims to form 
the basis for the stable expansion of the tobacco industry in the 
future.
1.5 Objective of The Study
The MFCV tobacco industry has been receiving various types 
of assistance from government, statutory bodies and private
19
enterprises. This assistance includes tobacco research, credit 
facilities, extension services, and fertiliser subsidies. In 
addition further assistance comes from government policies on 
the local content of Malaysian cigarettes, the import duty on 
unmanufactured tobacco and cigarettes and tobacco pricing 
regulations. This study intends to measure the extent of such 
assistance in some of the stages of production of the MFCV 
tobacco industry, in particular, the growing and curing 
activities individually and jointly. The cigarette manufacturing 
activity is excluded from the study. The measurement of 
assistance will be based on the theory of the effective rate of 
protection. The result will be compared to other Malaysian 
studies. This study will also look into the policy implications 
of current levels of assistance.
1.6 Outline of The Study
This study is divided into six chapters. Following on 
from this introduction, Chapter 2 presents a review of the Theory 
of the Effective Rate of Protection. This is followed in Chapter 
3 by detail of the nature of government intervention in the MFCV 
tobacco industry. Chapter 4 presents the methodology and data 
sources for the study. The actual measurement of assistance in 
various stages of the MFCV tobacco industry, and the results are 
presented in Chapter 5. The study is summarised in the last 
chapter where the policy implications of the assistance, and the 
advantages, problems and limitations of the study are examined. 
Futhermore, here the results of this study will also be compared 
to other Malaysian studies of protection.
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CHAPTER 2
REVIEW OF THE THEORY OF THE EFFECTIVE RATE OF PROTECTION
2.1 Introduction
Following a brief discussion of the differences between 
nominal and effective rates of protection, this chapter reviews 
the background to the theory of the effective rate of protection 
and then explains the operation of the theory under partial 
equilibrium conditions. The final section of the chapter reviews
some studies that have applied the theory to derive policy
conclusions.
2.2 The Concept of Nominal Protection and 
Effective Rate of Protection
The nominal rate of protection of a particular commodity 
is the percentage excess of the domestic price over the world 
market price, as a result of the application of protective 
measures. In the case where tariffs are the only protective 
measure used and they are not prohibitive (in the sense that they 
would exclude all imports), the domestic price of competing
domestic commodities of a similar quality will equal the sum of 
unit tariff duties and the C.I.F import price. Thus, the nominal 
rate of protection will be equal to the unit tariff duty,
expressed as a percentage of the import value (Balassa, 1971; 
p . 4) . •
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For export commodities, the domestic prices can be 
raised through export subsidies and the nominal rate of 
protection is then equal to the rate of subsidy on the F.O.B 
value. In contrast, export taxes imposed on export commodities 
can be considered as negative subsidies, because they reduce the 
returns to domestic producers, and give rise to negative nominal 
protection (Balassa, 1971; p.4).
The effective rate of protection is the percentage excess 
of domestic value-added, resulting from the imposition of tariffs 
and other protective measures on the product and its inputs, over 
the world market value-added. Therefore, while the nominal rate 
of protection relates to the product and affects decisions made 
by consumers, the effective rate of protection reflects the joint 
effects on the processing activity of tariffs on a particular 
product and its inputs (Balassa, 1971; p.4). In summary, the 
effective rate of protection expresses the margin of protection 
on value-added in the production process, instead of on the 
product price.
2.3 Background To The Effective Protection Rate Theory
The theory of the effective rate of protection and its 
application to problems of trade policy was first discussed by 
Barber, in relation to Canadian tariff policy in 1955 (Corden, 
1971). This was followed by Humphrey (1962) with a clear 
discussion of some of the neglected aspects of tariffs, and the 
implications of effective rates of protection in the United 
States and the European Common Market. As a result of the work 
of Corden in 1963 (Corden, 1963), the concept of effective
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protection became current in Australia. This work convinced the 
Tariff Board, which then proposed a reform of tariff policy so as 
to express it in terms of effective rates.
A major theoretical exploration of effective protection 
was done by Johnson in 1965 (Johnson, 1965). In the same year 
negative value-added, which was operating in Pakistan, was 
discovered by Solingo and Stern (Corden, 1971). Corden (1966) 
then explored the complications of non-traded goods, the 
substitution problem,and the relationship to exchange rates. 
He also placed the effective rate of protection into a general 
equilibrium context.
Leith (1968) found that effective rates are sensitive 
to assumptions made concerning substitution, non-traded inputs 
and production for export. Leith presented formulas showing how 
the effective protection rate measure could be corrected for the 
bias arising from input substitution. In the same year Balassa 
and Schydlowsky (Balassa and Schydlowsky, 1968) showed that the 
effective rate of protection measure was superior to "the cost of 
foreign exchange" for the purpose of calculating the 
competitiveness of individual industries.
Anderson and Naya (1969) discussed two different 
interpretations of effective rates when the elasticity of 
substitution is greater than zero and showed the bias in computed 
measures of each, assuming constant returns, constant elasticity 
(CES), production function. Accordingly, they attained a better 
understanding of the role of substitution in effective protection 
theory. In the same year Humphrey (Humphrey, 1969) expressed the
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view that the computations of effective protection rates, which 
concentrated on the direct nominal protection effects on domestic 
prices and neglected indirect protection effects on the cost (and 
hence prices) of sectors influenced by cost push inflation, are 
likely to be biased. Accordingly he developed a general solution 
for correction of such biases.
As Ethier (1971, pp. 17—18) shows, a very large number 
of the articles on the subject of effective rate of protection 
dealing with both theoretical and empirical aspects of the 
problem. The theoretical papers have generally proceeded along 
the following lines. First, the original contributions were in 
terms of partial equilibrium analysis, later works for example, 
Anderson (1970), Corden (1969), Ethier (1971), Guisinger (1969), 
Ramaswami and Srinivasan (1971) and Ruffin (1969), have attempted 
to integrate the partial equilibrium model into a general 
equilibrium framework.
Secondly, some papers have been concerned with relaxing 
assumptions made by earlier authors. For example, the 
assumption that intermediate input coefficients are fixed. Some 
of these attempts for example, Anderson and Naya (1969), Corden 
(1966, 1969, 1971), Ethier (1971), Finger (1969), Grubel and 
Lloyd (1969), Leith (1968), Lloyd (1969) and Hassell (1968), 
argue that the measure of effective protection must be changed to 
reflect input substitution and were concerned about the direction 
and degree of the empirical biases that might arise. Papers by 
Ramaswani and Srinivasan (1971) and Travis (1968), argued that 
the very concept of effective protection becomes meaningless when
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substitution is possible.
Thirdly, some papers, such those of as Ruffin (1969) , 
Travis (1968) and Vanek (1969), argued that generally the concept 
is in fact meaningless, or at least seriously deficient, quite 
apart from whether substitution is possible or not. Lastly, 
papers written by Corden (1966), Gusinger (1969), Leith (1968) 
and Lloyd (1968)) were concerned about special issues, such as 
the treatment of non-traded goods or the possibility of negative 
value-added. Some of the papers argued that the common 
formula should not be regarded as constant but should be adjusted 
according to the objectives of the study.
The paper written by Ethier (1971), investigated the 
concept of effective protection by using a general linear 
production model. Ray (1973) has attempted to integrate the 
concept of effective rate of protection in partial equilibrium 
models into a general equilibrium framework.
A simple example can be used to illustrate the concept 
of the effective rate of protection.
2.4 An Illustrative Example of Theory of The 
Effective Rate of Protection
To illustrate the theory of the effective rate of 
protection in a partial equilibrium model, let us assume that 
chairs, an importable product produced by factors of production, 
which are timber and another factor, called the value-added 
product, which is the value-added by the chair industry. This
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value-added product is produced by primary factors of production 
i.e. capital, labour and natural resources. Accordingly, we make 
the following assumptions;
a. The produced input, timber, is also importable, 
and that domestic production of it is vertically 
integrated;
b. There is a fixed physical input coefficient in 
domestic production of timber for a chair. This 
coefficient is the same for all firms;
c. The foreign elasticities of supply of imports of 
chairs and timber are infinite; and
d. There are actual imports of chairs and timber 
and such imports remain after tariff have been 
imposed.
Assumptions b, c, and d are considered crucial assumptions. 
These assumptions would rule out terms of trade effects as well 
as trade reversal. They were employed by Corden (1971, p.29)
when he explained the concept of the effective protection rate in 
a partial equilibrium model and we shall follow his analysis.
With these assumptions in mind we turn to Figure 2.1. In 
Figure 2.1, one unit of timber is needed by domestic producers to 
make one chair, using the fixed input coefficient derived from 
their production functions. GG1 and SS1 are the foreign supply 
curves for timber and chairs respectively, thus OG and OS are the 
free trade C.I.F import prices of these products.
Without considering the domestic demand and supply curves, 
it is obvious that the domestic prices are fixed by foreign trade 
prices. Thus, the price which will be charged for every unit of 
value-added by the chair industry (for the value-added product) 
is GS; considered as the effective price (of the value-added)
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of the chair. On the other hand, OS is the price of the whole 
chair product, which is called the nominal price.
FIGURE 2.1: The Effective Rate of Protection in a 
Partial Equilibrium Model
Price
Quantities of chair and timber
Source: Corden.W.M. 1971, The Theory of Protection,
Clarendon Press, Oxford.
If the government imposes a tariff of ST/OS on chair, 
the value-added of chairs will rise from GS to GT. Resulting in 
an effective protection rate for chairs, of ST/GS.
If the government imposed a tariff on timber of GF/OG 
without any tariff on chairs, the value-added available from the 
production of chairs would fall from GS to FS. Thus, yielding a 
negative effective protection rate (-GF/GS) for chair 
production.
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If the government imposes a tariff on chairs (ST/OS) 
together with a tariff on timber (GF/OG) the value-added availble 
for the production of chairs would change from GS to FT, thus the 
effective protection rate would be (ST-GF)/GS.
If we consider the domestic demand curve for chairs (DD1) 
and the domestic supply curve for timber (EE'), under the free 
trade the domestic consumption of chairs is OB and the domestic 
production of timber is OK. While the supply curve of chairs is 
HH , that is the vertical addition of the supply curve of timber 
which is facing chair producers and the supply curve of the 
chair value-added product. The former is equal to domestic 
timber supply curve only up to the demand of timber OK. Without 
a tariff on timber, any demand for timber beyond OK from chair 
producers can only be fulfilled by imports. Therefore, EJG' is 
the supply curve of timber which is faced by chair producers. 
Consequently, the supply curve of the chair value-added product 
is vertically added to the curve EJG', resulting in a supply 
curve for chairs of HJ'H'. If there is free trade, OA is the 
domestic production of chairs, which yields the demand for 
timber. Thus, the imports of timber and chairs under free trade 
are KA and AB respectively.
The tariff of ST/OS on chairs reduces domestic chair 
consumption to OB'. If the tariff had not been imposed on timber 
the new domestic production of chairs would be given by the 
intersection of HJ'H' with TT'.
If we assume that tariffs are imposed on chairs and 
timber at the same time, the tariff on timber will raise domestic
28
output of timber to OK* and shifts the supply curve of timber 
facing producers of chairs upwards from EJG1 to ELF'. 
Consequently, the new supply curve of chairs is HL' h 1 , from the 
kink at point L1 , it is vertically above the previous supply 
curve HJ'H' by the amount of the tariff on timber (GF). Thus, 
OA' is the new output of chairs. As a result, the domestic 
output of chairs increases. This implies that the value-added of 
chairs has increased so that the tariff on per unit chair (ST) 
must have been more than the tariff on timber per unit (GF). 
Accordingly, the imports of chairs declined from AB to A1B1 , and 
imports of timber have changed from KA to K1A1 , it could have 
increased or declined, this is because both the domestic demand 
for and supply of timber have increased. If the tariff per unit 
imposed on chairs was less than the tariff on timber (per unit of 
chairs) , the effective protective rate would be negative and the 
domestic output of chairs might have declined, imports of chairs 
would have increased or declined, futhermore demand for timber 
would have declined and, finally, imports of timber might have 
decreased.
Increases in imports of chairs and timber have 
increased government revenue, these are the shaded areas MNQV, 
and RLV'R' respectively. On the other hand, the gross subsidy 
equivalent for timber is GFLR. The sum of the gross subsidy 
equivalent and the revenue from tariff on timber is the 
consumer tax equivalent of the tariff on timber. If we take 
this consumer tax as given, while the chairs supply curve is 
HL1h1, the gross subsidy equivalent of chairs is the area STNM. 
However, the extent of this subsidy, which is given to producers 
does not necessarily increase the output of chairs to OA', if
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there had not been a tariff on timber. Because the chair gross 
subsidy equivalent partly pays for the timber consumer tax 
equivalent, which accounts for M'TNN' of the chair subsidy 
equivalant, thus the remainder, SM’N'M, is considered as a net 
subsidy equivalent for chairs. This is the amount of production 
subsidy, which is needed in order to raise the output of chairs 
to OA' if there was no tariff imposed on timber. Accordingly, 
SM' is the excess of the chair tariff (ST) over the timber tariff 
(GF).
2.5 Application of The Concept of Effective 
Rate of Protection
The first two large-scale empirical studies related to the 
application of effective rates of protection were those by 
Balassa (1965) and Basevi (1966). Balassa made a comparison of 
the protective effect of tariffs on thirty-six manufactured 
products of the United States, the European Common Market, the 
United Kingdom, Sweden and Japan. Basevi (1966), applied the 
concept of effective rate of protection to measure the rates of 
protection and their effect on various economic variables on 
samples taken from the United States manufacturing industries.
The concept of effective rate of protection was also used 
by Grubel and Johnson (1967) to examine the tariff structures of 
the individual common market countries in 1959. Here a new set 
of national input-output tables were used to estimate the 
effective protection rate. This study introduced a theoretical 
analysis, and a set of empirical measurements of the influence of 
excise taxes on the protective structure.
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Lewis and Guisinger (1968), estimated effective rates of 
protection for thirty-two manufacturing industries in Pakistan, 
with the objective of examining the level and structure of 
protection in principle and in fact (empirically). In the same 
year, Balassa (1968) published his study of the effects of the 
structure of tariffs in the industrial nations on commodity 
imports from developing countries. He looked at the nominal and 
the effective rate of protection for twenty-two primary 
commodities at different levels of processing in the United 
States, the United Kingdom, the European Common Markets, Sweden 
and Japan.
Balassa et. al. (1971) also studied the structure of 
protection in developing countries, namely Brazil, Chile, Mexico, 
West Malaysia, Pakistan, the Philippines, and Norway. In this 
study the nominal and effective rates of protection for various 
industries, including the agriculture sector, and some farm 
activities, were estimated. This study also considered the uses 
of the measure of effective protection as indicating the 
incentive effect of protection, measuring the cost of protection 
and evaluating alternative investment projects.
Hermenz and Rabenau (1976) published a detailed study on 
'Effective Protection of German Industry1 . In the same year, 
Oulton (1976) produced a similar study on the 'Effective 
Protection of British Industry *.
The application of the concept of the effective protection 
rate can be extended to a wider context. This was done by Eels 
(1976) in his study of overall assistance to German Industry. He
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surveyed the assistance given to individual sectors of West 
Germany industry, including agriculture, and calculated its 
magnitude in term of nominal and effective rates of protection. 
He dealt with protection in a wider context, since he included 
all measures of non-tariff assistance and related industrial 
protection given to other areas of the economy. The assistance 
included all governmental measures which favour individual 
sectors, industries or firms. The measures took the form of 
direct subsidies, tax relief or other tax privileges, tariffs, 
non-tariff barriers to trade, guaranteed minimum prices or sales, 
or permission to cartelise markets.
Piei (1978) studied the influence of nature of protection 
afforded to the manufacturing industries in West Malaysia, he 
estimated the effective rates of protection of these industries 
and compared these rates to the volume of exports of each 
industry, in order to see if there was any strong relationship 
between the two variables. Piei's results will be compared to 
those of this study in the final chapter.
Koekkoek et. al. (1981) in their study 'On Protectionism 
in the Netherlands’ employed the concept of the effective 
protection rate to calculate the effective rate of assistance 
of seventeen industrial sectors. The effective rate of 
assistance included the effects of economic policy measures in 
addition to tariffs. For example, variable levies, domestic 
taxes cum subsidies, and export subsidies.
Harling and Thompson (1985) in their effort to improve 
the understanding of the impact of government intervention
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affecting the poultry industry, evaluated the net effects of 
intervention in both poultry products and intermediate input 
markets, principally feed grains, on the poultry industries in 
Canada, the Federal Republic of Germany and the United Kingdom. 
The concepts of nominal and effective rates of protection were 
used to measure the distortion on product prices and intermediate 
input prices as a result of the government intervention. The 
results of their study suggest that the effective rate of 
protection is a good indicator of the net effect on producers of 
numerous policy interventions in product and intermediate input 
markets. The study also demonstrates that the effective rate 
of protection can be related to distributional effects and 
the social costs of price distortions.
In Australia, the Industries Assistance Commission (IAC) 
has been using the concept of effective protection to evaluate 
government assistance to various industries in terms of groups, 
sectors or individual activities. It has studied many 
manufacturing and agricultural industries. Practically, the 
Commission deals with protection in a wider context, in the sense 
that it covers all government assistance and/or intervention, 
including all tariff and non-tariff assistance which favours 
industries as a groups, sectors or individual activities. In 
fact the IAC Act defines assistance as including:
".... the imposition of duties or the doing of any
other act that would in any way, directly or indirectly, 
assist a person to carry on a business or activity or 
confer a pecuniary benefit accruing on, or result in a 
pecuniary benefit accruing to, a person in respect of 
carrying on of a business activity" (Industries 
Assistance Commission, 1983, Assistance to Australian 
Agriculture , Canberra, p . 3 ) .
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This definition allows the Commission to make an evaluation of 
government assistance to particular industry as a group, sector 
or individual activity in very broad terms, and can include 
assesments of the effects of assistance on relative prices, the 
allocation of resources and the distribution of income.
The measures used most often by the IAC to measure
assistance include the Nominal Rate of Assistance, the Gross
Subsidy Equivalent, the Effective Rate of Assistance and the Net
Subsidy Equivalent. For example, an evaluation of government
assistance to the tobacco industry was carried out by the IAC in 
41982 , using these measures of assistance. The results of the 
many IAC evaluations shows that the concept of effective 
protection has worked very well in evaluating the extent of 
assistance given by government to producers. Other than tobacco, 
these evaluations of assistance have covered several industries, 
including telecommunications and related equipment and parts, 
fertiliser, honey, apples and pears, dried vine fruits, 
manufacturing, passenger motor vehicles and their components, 
heavy engineering, and several other agricultural activities.
The New Zealand government has also been applying similar 
concepts and measures to those used by Australian Industries 
Assistance Commission in evaluating government assistance to her 
industries (New Zealand, 1984). In the Malaysian agricultural 
sector the concepts have been used to estimate the incentive or 
disincentive impact of government policies on the producers of
4 This is the report of the Industries Assistance Commision on 
"The Australian Tobacco Industry”. 8th October, 1982,
Canberra.
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seven selected commodities namely, rubber, oil palm, cocoa, 
coconut, rice, beef and diary products (Kelim and Economic 
Consultants Limited, 1980). The results of this report will be 
compared to the current study in the final chapter.
2.6 Conclusions
This review of the literature of effective protection rate 
shows that the concept of effective protection originated as a 
partial equilibrium concept, based on certain restrictive 
assumptions. The review suggest that the concept of effective 
protection can be used to evaluate the magnitude of government 
assistance in a wider context, covering all government, 
assistance, including tariff and non-tariff assistance, to 
either manufacturing or agricultural industries, in terms of 
groups, sectors or individual activities. The rate of protection 
is now generally considered to be good indicator of the net 
effect on producers of numerous policy interventions in product 
and intermediate input markets.
The review has also indicated that the standard measures 
of assistance, in particular, the Nominal Rate of Assistance, the 
Gross Subsidy Equivalent, the Effective Rate of Assistance and 
the Net Subsidy Equivalent have been used by Australian 
Industries Assistance Commission to measure the assistance given 
to the tobacco industry in Australia. The next chapter will 
present information on the nature of government intervention in 
the Malaysian Flue-cured Virginia tobacco industry.
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CHAPTER 3
GOVERNMENT INTERVENTION IN THE TOBACCO INDUSTRY
There has been substantial government intervention in the 
MFCV tobacco industry since the establishment of the National 
Tobacco Board (NTB) in late 1973. The NTB, a government 
statutory body, was specifically established with a 
responsibility for developing the MFCV tobacco industry. It has 
very broad duties including regulation, control and coordination 
of all activities relating to growing, curing, sale, purchase, 
storage and transport of MFCV tobacco. Another government 
statutory body, the Malaysian Agricultural Research Development 
Institute (MARDI), is responsible for tobacco research.
Specifically, Government intervention in the MFCV tobacco 
industry includes: registration of growers, licensing of curers 
and tobacco manufacturers, determination and allocation of 
quotas, supply of inputs and credit facilities, extension and 
research services, determination and regulation of grade and 
price structures of green and cured leaf, supervision of 
marketing of green and cured leaf, formulation of policy with 
respect to usage of MFCV tobacco and taxation. These 
activities and powers are discussed below.
3.1 Registration of Tobacco Growers
The National Tobacco Board (Control of Tobacco Growers)
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Rules 1979, requires that any person who would like to be a 
tobacco grower apply to the NTB for registration. They will only 
be registered by the Board if they are registered as a tobacco 
grower with a curer. Every year the NTB considers applications 
from farmers and registers them as tobacco growers. A registered 
grower has to follow the cultural practices recommended by the 
NTB. The registration ensure that every grower is linked with a 
curer. The curer then allocates a quota to a grower and provides 
extension services. Registration also enables growers to buy 
inputs and obtaining credit facilities from the NTB, through 
curers. In addition, registration also avoids competition among 
curers for green leaf. Generally, the registration enables the 
NTB to control the entire tobacco growing industry and enforce 
related regulations.
3.2 Licensing of Curers and Cigarette Manufacturers
Anybody who intends to be a curer is required by Tobacco 
Industry (Licensing) Rules 1974 to apply to the NTB to be 
licensed as a tobacco curer. The rules also require any 
manufacture who intends to buy cured leaf from curers to apply 
for a license from the NTB, enabling the NTB to allocate them a 
quota, subsequently curers distribute this quota to growers (who 
are registered with them). For the issue or renewal of a 
licence, curers are required to pay $7.00 for every 1,000 
kilograms of quota allocated by the NTB. For the issue or 
renewal of a licence, cigarette manufacturers are required to pay 
a fee based on the amount of cured leaf required by them and 
approved by the NTB for the period of a licence (one year), 
calculated at the rate of $300 for the first 100,000 kilograms
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and $200 for every subsequent 100,000 kilograms. As with the 
registration of tobacco growers, the licensing of manufacturers 
enables the NTB to regulate the marketing of cured leaf.
3.3 Determination and Allocation of Quotas
The NTB has implemented a quota system to regulate 
production. The system enables the NTB to control both the 
supply of and demand for tobacco so that the tobacco produced can 
be marketed without difficulty. In addition, this system has the 
objective of ensuring that each curer only produces an amount of 
cured leaf in keeping with their capacity.
At the end of every year, the NTB receives estimates of 
demand from cigarette manufacturers for cured $eaf for the next 
year. The Board then makes an assessment of the demand estimates 
and, if necessary, negotiations are held with particular 
manufacturers. After finalising the demand figures, the Board 
then allocates quotas (in term of cured leaf) to each curer. The 
allocations are based on past production performance, financial 
status (including capital), field management, station management, 
their curing barn capacity, capabality in term of suitable 
planting areas and farmers, and adherence to the NTB1s rules and 
regulations (National Tobacco Board, 1980; p.55). The allocated 
quota is not transferable. After receiving their quota, each 
curer will then distribute quotas to the farmers registered with 
them. This final quota is in terms of kilograms green leaf. The 
distribution is based mainly on the past performance of farmers, 
the Board only intervenes when problems arise.
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3.4 Supply of Inputs, Credit Facilities and 
The Fertiliser Subsidy Scheme
To ensure that farmers and curers obtain sufficient 
supplies of recommended inputs, which include fertiliser, seeding 
pots, pesticides, fungicides, chemicals for topping, plastics for 
shading and hessian cloth for baling, the NTB makes arrangements 
with suppliers through a tender system. This arrangement passes 
on to farmers and curers some advantages of the scale economies 
of bulk purchases, ensuring regular and cheaper supplies of 
inputs. Thus, farmers can generally buy inputs through curers 
from the successful NTB suppliers, and can be purchased using 
credit facilities provided by the NTB. The credit given to 
farmers is administered by curers who act as agents for the NTB. 
Loans given to farmers or curers have to be repaid in full at the 
end of the tobacco season, there is no interest charged on credit 
provided by the NTB. In addition, every farmer is eligible for a 
subsidy of 75 per cent of the price of tobacco fertiliser. This 
subsidy is financed by cigarette manufacturers, but is managed by 
the NTB.
3.5 Extension and Research Development
Research and extension services are two important 
activities for the development of the tobacco industry. The NTB 
is responsible for providing extension services to growers and 
curers. In addition, curers are also required to provide 
extension services to farmers registered with them. The 
extension services are required to help farmers and curers adopt 
recommended agronomic practices, curing techniques, curing
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management and also introduce new research findings.
The Malaysian Agricultural Research Development Institute 
(MARDI) is responsible for carrying out tobacco research. 
Tobacco research has been underwritten by the government since 
1977, when it allocated $5 million to enable MARDI to establish a 
tobacco research centre. At this centre (at Telong), MARDI is 
carrying out research on agronomic techniques, physiology, soils 
chemistry, mechanisation, irrigation, crop protection, crop 
rotations, varieties, curing, field management and sociology. In 
addition, tobacco research, in particularly various aspects of 
tobacco growing is also being undertaken by the Malaysian 
Tobacco Company.
3.6 Determination of Grade and Price 
Structures For Tobacco Leaves
With the objective of providing steady and fair incomes to 
farmers and curers, the NTB determines and regulates the grade 
and price structures of green and cured leaf, these are gazetted 
by the NTB as Tobacco (Grading and Pricing) Regulations. The 
process of determining these structures involves meetings between 
representatives of farmers, curers and cigarette manufacturers. 
In the marketing of green leaf, curers are required to follow the
determined grade and price structure for green leaf. On the
other hand, cigarette manufacturers are required to buy cured
leaf according to the determined grade and price structure for
cured leaf.
The grade structures of green and cured leaf are
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determined based on their position on the plant, colour, 
blemishes and spotting, length, ripeness, thickness and their 
texture (see Tobacco (Grading and Pricing) Regulations). However 
in the process of grading and pricing of cured leaf, some other 
elements such as moisture content, mouldiness and anality 
consistency of leaves will also be taken into account (National 
Tobacco Board,1980; p.42).
The price structures of green and cured leaf are
determined on the basis of their costs of production, grade
structures, grade out-turn (percentage of various grades out of 
total production) and return to farmers and curers. An incentive 
element to encourage farmers and curers to produce good quality 
leaves is always taken into account in the process of formulating 
price structures. Under the present price structure, farmers and 
curers are given 14 per cent return on the cost of production of 
green leaf and cured leaf respectively.
3.7 Supervision of Marketing of Green and Cured Leaf
Marketing of green leaf, which is carried out at the 
curing stations and buying sheds, involves farmers and marketing 
staff employed by curers. The NTB only intervenes in the 
marketing process if disputes occur between farmers and curers, 
which may occur as a result of grading, pricing or payment. On 
the other hand, marketing of cured leaf which is carried out at 
the curing stations involves curers and marketing officers from 
cigarette manufacturers. If any dispute arise from the process 
of grading and pricing, curers may bring their disputed tobacco
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bales to the central marketing centres, which are managed by 
NTB's marketing staff. In fact, the central marketing centres 
are not limited to disputed bales but are also open for the 
purchase of tobacco from any curer.
The NTB monitors the amount of cured leaf bought by each 
cigarette manufacturer. At a particular point of time, a 
cigarette manufacturer is only allowed to buy cured leaf if its 
purchases represent a given percentage of the total cured leaf 
bought by all cigarette manufacturers and falls between their 
expected demand and their cigarette market share, based on a six 
months moving average (National Tobacco Board, 1985; P.20).
3.8 Usage and Stock Duration of MFCV Tobacco
Generally, MFCV tobacco is not of high quality. It has 
both poor manufacturing quality and low smoking quality. Its 
chemical content, in terms of the ratio of nicotine and sugar is 
generally unsatisfactory. Furthermore, it has a high ratio of 
nitrogen and nicotine and a high chloride content (Rahmat, 1983; 
p.3). The ratio of nitrogen and nicotine content of MFCV tobacco 
is more than 1.0 (the optimum ratio). On the other hand, the 
chloride content of MFCV tobacco is about 2 per cent, compared to 
the maximum level of chloride content for high quality leaf 1 per 
cent (Musa, 1985; p.4). In general, the MFCV tobacco has 1.2 to
2.1 per cent nicotine and 3.3 to 23.4 per cent of sugar content. 
The average content of nicotine and sugar for MFCV tobacco 
produced in 1978 was 1.66 and 8.96 per cent respectively 
(National Tobacco Plan, 1980; p. 62). At present, the nicotine 
and sugar content is about 1.6 and 14 per cent respectively.
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However, the cigarette manufacturers prefer tobacco with levels 
of nicotine and sugar of about 2.0 to 2.5 and 18 to 25 per cent 
respectively. In other words, the ratio of sugar to nicotine is 
supposed to be 10:1 (Musa, 1985; p.3).
In addition, there is a 10.5 per cent loss during the 
manufacturing of MFCV tobacco, compared to a 9 per cent loss with 
American tobacco. This is because MFCV tobacco is relatively 
thin and has higher a rate of spotting and blemishes. Due to 
these characteristics, cigarette manufacturers use imported 
tobacco (usually of a higher quality) to blend with the MFCV 
tobacco. Therefore, the quality of MFCV tobacco directly 
influences the substitution of imported tobacco for MFCV tobacco. 
It was reported that the usage of MFCV tobacco in locally 
produced cigarettes was 60 per cent in 1984 (Table 1.5).
The Government, in the National Tobacco Plan 1980-1985 has 
formulated a policy requiring the substitution of MFCV tobacco 
for imported tobacco in locally produced cigarettes by 2 
percentage points per annum. Futhermore, cigarette manufacturers 
are required to increase their stock duration to more than 12 
months. This policy was formulated based on a 5 per cent per 
annum growth in Malaysian cigarette market and on the past growth 
performance of MFCV tobacco industry. However, this policy was 
not supported by legislation.
In 1984, locally produced cigarettes only contained 60 per 
cent of MFCV tobacco, instead 65 per cent as targeted in the 
National Tobacco Plan 1980-1985 (National Tobacco Board, 1985; 
p.3). Moreover, the actual growth of the local cigarette market
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was also lower than the estimated growth, of 5 per cent per 
annum. Nevertheless, in the 'Review of the National Tobacco Plan 
1980-19851, the government maintained a substitution rate for 
imported tobacco with MFCV tobacco of 2 per cent per annum. In 
addition, the cigarette manufacturers were required to implement 
a 14 months stock duration of MFCV tobacco (National Tobacco 
Board, 1985; p.16) .
3.9 Taxation and Cess on Tobacco
The tobacco industry provides considerable amount of tax 
revenue to government. In 1984, the Malaysian government 
collected $600,935 million in tax revenue from the industry, 
compared to $261,408 million in 1975. Tax revenue collected from 
the tobacco industry consists of custom duties, excise duty, 
corporate tax and sales tax (see Appendix L). In 1984 this tax 
formed 10.62 per cent of total Malaysian indirect tax revenues. 
In addition, a cess on all sales of cured leaf is imposed by the 
NTB.
3.9.1 Excise Duty
Excise duty is imposed on locally manufactured cigarettes. 
In 1984 the government collected $150,147 million (25 per cent of 
total revenue from the tobacco industry) of excise duty compared 
to $34,482 million in 1975. The level of excise duty imposed on 
tobacco products can be measured by examining its impact on
5 The cess is a levy, which is imposed and collected by the NTB 
on all sales of cured leaf to a cigarette manufacturer. These 
fund are used to implement tobacco development programmes.
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cigarette retail prices. In 1983, the excise duty levied on 
cigarettes (on an average pack of 20) accounted for almost 4.86 
per cent of retail price.
There is no explicit Malaysian Government statement on the 
objective of taxing tobacco products. However, there was a 
statement from the Ministry of Finance in the Annual Budget 1983 
which indicated that the import duties on tobacco products and 
excise duty on cigarettes should be increased, because tobacco is 
a commodity whose consumption should not be encouraged (Malaysia, 
1983b; p.46). The main objective of imposing excise duty on 
cigarette appears to be the collection of revenue. The excise 
duty on cigarettes has been changed a few times by the government 
since late 1965. It was only $2.20 per kilogram in late 1965, 
but it increased to $9.00 per kilogram of cigarettes by 1982. In 
real terms this was substantial decline in excise duty over the 
period.
3.9.2 Customs Duties
Customs duties imposed on imported tobacco products can be 
regarded as including a notional excise component i.e an amount 
of duty equivalent to the level of excise which would be payable 
on a similar domestically produced tobacco product. This 
notional "excise component" should be clearly distinguished from 
the protective component of the customs duty, which is imposed to 
provide protection for local products. In 1984 the government 
collected $272,525 million in import duties, or about 45 per cent 
of total revenue collected from the tobacco industry in that year 
(see Appendix L).
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Customs duties levied on tobacco products differ. Details 
of the customs duties for various tobacco products from 1980 to 
1984 are set out in Appendix M. Generally, the duties levied on 
all "unmanufactured" tobacco are similar. Thus, in 1984 the 
custom duty for all tobacco products under this category was 
$50.00 per kilogram. The custom duties levied on "manufactured" 
tobacco are different: the duty imposed on cigarettes is at a 
higher rate ($80.00 per kilogram) than the duty levied on beedies 
which had the lowest rate, $17.00 per kilogram.
The Government’s objective in imposing custom duties on 
imported tobacco products is both to collect revenue, and to 
protect the domestic tobacco industry. The rate of custom duties 
levied are based on the local value-added and also the degree of 
protection to be given to the local tobacco industry. Generally 
custom duties imposed on manufactured tobacco has a direct impact 
on the retail price of cigarettes.
An increase in customs duty on unmanufactured tobacco and 
cut-rag will encourage cigarette manufacturers to reduce the use 
of imported tobacco and increase the use of MFCV tobacco. 
However, an increase in custom duties on unmanufactured tobacco, 
accompanied by a policy by cigarettes manufacturers to maintain 
the content of imported tobacco, may result indirectly in an 
increase in cigarette prices with a consequent decline in demand 
for cigarettes. Increased custom duties may also encourage 
manufacturers to reduce the usage of tobacco in each cigarette 
they produce. For example, based on the average price a pack of 
20 cigarettes which contain 41 per cent of imported 
unmanufactured tobacco, the custom duty represents about 11 per
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cent of its price.
3.9.3 Cess on Cured Leaf
The NTB imposed a cess of 4.4 cents per kilogram on cured 
leaf sold by a curer to a cigarette manufacturer. According to 
Tobacco (Cess) Amendment Order, 1981, since 1981 the cess is 
imposed on cigarette manufacturers. The NTB collects this cess 
as a revenue, to be used for implementing tobacco development 
programmes.
3.9.4 Consideration of Public Health and Safety
The Government has recognised that smoking is harmful to 
health, and a reduction of tar and nicotine content in cigarettes 
would reduce the risk to health. As a result, the Government has 
adopted a policy aimed at reducing per capita consumption of 
cigarettes and to gradually reduce the tar and nicotine content 
in cigarettes sold in Malaysia.
Various means have been used by the government to reduce 
cigarette consumption by discouraging existing smokers and 
curbing potential smokers (especially young people) from smoking. 
The Government, from time to time, informs the public about the 
health risks of smoking, allowing the public to make informed 
choices about smoking. In addition, the Government has also 
regulated the conditions under which smoking may takes place. The 
various existing regulatory means include:
a. Labelling requirements which require that the health 
warning 'smoking is a health hazard1 be printed on 
every cigarette packet sold in Malaysia;
b. Prohibition of advertising of cigarettes on TV and 
radio;
c. Prohibition of smoking in certain locations where
there is a substantial risk of fire or explosion 
(e•g: petrol stations, theatres and airports) or 
where there is an external cost for a passive
smoking (for example, in hospitals, and various 
forms of public transport, including buses and
taxis);
d. Prohibition of smoking in certain government
offices. In particularly, in situations where 
government officers work at counters serving the 
public. Smoking also prohibited in every meeting 
room of Government offices;
e. Segregation of smokers from non-smokers (e.g: most 
forms of public transport including planes); and
f. Health warning requirements to be included in
cigarette advertisements in the press, magazines and 
cinemas.
The government also has been attempting to reduce the tar and 
nicotine content in locally produced cigarettes by organising 
time to time discussions with cigarette manufacturers. 
Nevertheless, presently, the success of this effort is limited 
and there is no legislation related to tar and nicotine content. 
The next chapter presents details of the methodology and data 
sources used in this study.
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CHAPTER 4
METHODOLOGY AND DATA SOURCES
4.1 Introduction
theoretical framework of this study is the effective 
rate of protection in partial equilibrium conditions. The 
relevance and applicabality of this theory has already been 
discussed in Chapter 2. In this study, the level of assistance 
to two main activities of the MFCV tobacco industry, namely 
growing and curing, will be measured individually and by 
extension, jointly. Assistance given to cigarette manufacturing 
itself will be excluded because of the difficulty of obtaining 
the necessary data on this section of the industry. 
Nevertheless, the approach taken could be applied to the whole 
industry were data to become available. This chapter first of 
all identifies the standard measures of assistance then gives 
some basic assumptions before looking at the forms of assistance 
and the procedures adopted in actually measuring the assistance 
to the MFCV tobacco industry. The chapter concludes with a brief 
discussions of the data sources.
4.2 Standard Measures of Assistance
Based on the theory of the effective rate of protection, 
the extent of the assistance afforded the growing and curing 
activities of the MFCV tobacco industry individually and jointly
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be measured with a number of standard measures and a number 
of simplifying assumptions, which permit the aggregation of 
several forms of assistance in a consistent manner. These 
standard measures include the Nominal Rate of Assistance, the
Gross Subsidy Equivalent, the Effective Rate of Assistance, and
the Net Subsidy Equivalent. Each of these standard measures is 
presented below.
4.2.1 Nominal Rate of Assistance
The Nominal Rate of Assistance (NRA) is the percentage 
by which gross returns per unit of output of a particular 
activity of the MFCV tobacco industry is increased as a result of 
assistance given relative to the (hypothetical) situation in
which assistance is not given. Therefore, the Nominal Rate 
measures the extent to which users pay higher prices and
taxpayers pay subsidies and bounties in supporting the local 
production of that particular activity of the MFCV tobacco 
industry. The Nominal Rate of Asssitance can be given by 
following formula:
(4.1) NRA = (0 + So - 0')/0' x 100
where: 0 = actual value of outputs 
So = subsidies on outputs
O' = the value of output without any assistance.
4.2.2 Gross Subsidy Equivalent
The Gross Subsidy Equivalent (GSE) is the amount of money, 
which is required to provide assistance to a particular activity 
of the tobacco industry equivalent to the Nominal Rate of 
Assistance. It can also be considered to be an estimate of the
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increase in producers' gross revenue as a result of assistance. 
This Gross Subsidy Equivalent is given by equation (4.2) and is 
simply the numerator of (4.1).
(4.2) GSE - 0 + So - O'
4.2.3 Effective Rate of Assistance
The Effective Rate of Assistance (ERA), measures the net
assistance to value-adding activities of a particular activity. 
Based on the specific formulation used, it could incorporate:
assistance on returns to outputs, assistance on the use of
inputs, assistance to value-adding factors (e. g research,
concessional credit and extension services); and the direct
effect on input prices of protection given to the activities,
which are producing those inputs. Therefore, the Effective Rate 
of Assistance can be defined as the difference between
value-added measured in assisted and unassisted prices, which is 
expressed as a percentage of value-added, measured in unassisted 
prices. The Effective Rate of Assistance can be expressed as 
follow:
(4.3) ERA = (VA' - VA)/VA x 100
where: VA' = return to value-added with assistance 
(assisted value-added)
=0-M+So+Sm+ Sva 
given that;
0 = actual value of output;
M = actual value of input;
So = subsidies on outputs;
Sm = subsidies on inputs; and
Sva = subsidies on value-adding factors.
VA = return to value-added without any assistance, 
(unassisted value-added)
= O' - M' 
given that,
O' = the unassisted value of output; and 
M' = the unassisted value of inputs.
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The unassisted prices" refered to, are adjusted prices, where 
the estimated price distortions caused by assistance have already 
been removed. On the other hand, the "unassisted value-added" 
for the particular activity of the MFCV tobacco industry is an 
estimate of what the value-added would be in that activity, if 
the assistance given to its outputs and inputs were removed, 
while the production and usage of inputs remained unchanged.
4.2.4 Net Subsidy Equivalent
The Net Subsidy Equivalent (NSE) is an estimated amount 
of money, which is required in order to provide assistance 
equivalent to the Effective Rate of Assistance of that activity. 
In other words, it is equal to the Gross Subsidy Equivalent plus 
assistance to value—adding factors plus input subsidies less the 
"tax equivalent" of protection on materials, which have been used 
in the process of production. The Net Subsidy Equivalent can be 
expressed as follow:
(4.4) NSE = (0 + So - O') - (M - Sm - M') + Sva
The NSE for an activity can also be calculated as the effective 
rate of assistance multiplied by the unassisted value-added of 
that activity i.e ERA x VA = NSE.
4.3 Assumptions of The Study
The application of the theory of the effective rate of 
protection in the measurement of assistance, which is given to 
any particular activity in an industry necessarily involves a
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number of assumptions which in this study will be based on those 
adopted by the Industries Assistance Commission (Industries 
Assistance Commission, 1983 ; pp.101-102). These assumptions can 
be listed as follows:
a. There is perfect substitutability between exports, imports 
and domestic production. This assumption will allow trade 
distortion and domestic pricing schemes to be evaluated;
b. There is zero substitution between nominally different 
goods. To the extent that different goods substitute one 
for another, the assistance which is afforded to one good 
would effect assistance to another good. No account has 
been taken of this aspect;
c. The foreign elasticities of supply of imports of tobacco 
and the inputs used in the production process of the MFCV 
tobacco are infinite;
d. Trade remains and direction of trade in the absence of 
assistance can be assessed. The unassisted price of the 
MFCV tobacco is assessed at import parity;
e. Unassisted prices of MFCV tobacco, services, and factors 
represent their opportunity cost to the community. Thus, 
there are no price or quantity distortions other than those 
included in the analysis; and
f. Production relationships between inputs, i.e. materials and 
primary factors, remain unchanged by assistance provided.
Due to adoption of the above mentioned assumptions, the
interpretation of the results of assistance measures becomes
relatively straight forward. Any violation of these assumptions
will not diminish the value of the results of the assistance
measurement, nevertheless, they will complicate the
interpretation which can be placed on estimates of nominal, and
effective rate (Plunkett and White, 1984; p.45).
4.4 Coverage and Forms of Assistance
The growing and curing activities of the MFCV tobacco 
industry are subject to many forms of government intervention, as 
has been described in Chapter 3 of this study. Some of these
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interventions provide assistance either directly or indirectly to 
the growing and curing activities of the MFCV tobacco industry.
Government assistance included in the measurement includes 
the tobacco pricing and local content policies (i.e. government 
policies including local tobacco content, and tobacco pricing and 
grading regulations), the research on growing and curing 
activities, extension services for growing and curing, 
concessional credit provided to farmers and curers by the 
National Tobacco Board (NTB) and banks, and the fertiliser 
subsidies. The study will only cover the years 1980 and 1984, 
corresponding to the years surveys on the cost of production of 
green and cured leaf were conducted by the NTB, these providing 
key data for this study.
This study excludes certain forms of assistance. For 
example, any assistance in the provision of infrastructure at 
below cost, such as roads, drainage and services provided by 
the NTB and other government agencies. These forms of assistance 
will not be included in the assistance estimates, because much 
more empirical research needs to be done to estimate the extent 
of assistance which they provide, and how this should be 
allocated to recipient activities.
In this study, the forms of assistance to the growing and 
curing activities of the MFCV tobacco industry, individually and 
jointly, will be classified into three main groups of assistance, 
those to 'Output', 'Value-added factors', and to 'Inputs'.
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4.4.1 Assistance To Output
Assistance to output is any form of assistance which 
increases the gross receipts of producers of green leaf (in the 
case of tobacco growers) and producers of cured leaf (i.e. for 
tobacco curers) . In this study, this assistance includes the 
government tobacco pricing and local content policies, which 
includes the government’s policies on local tobacco content and 
tobacco pricing and grading regulations.
4.4.2 Assistance To Value-adding Factors
Assistance to value-adding factors is a form of 
assistance, which would change the returns from the use of value­
adding factors in the tobacco growing and curing activities. 
Such assistance includes extension services for tobacco growing 
and curing activities, concessional credit provided by banks and 
the NTB, and research on tobacco growing and curing. These forms 
of assistance will be incorporated in the effective rate 
estimates because it is the returns to all factors employed which 
determines the incentives for use of resources in one activity 
rather than another.
4.4.3 Assistance To Inputs
Assistance to inputs is a form of assistance which 
reduces (or increases) producers' cost. In this study, the 
'producers’ cost1 refers to the cost of production of green and 
cured leaves incurred by the tobacco growers and curers 
respectively. This form of assistance includes the fertiliser 
subsidy provided to tobacco growers. On the other hand, tariffs 
on inputs used in the production process would penalise farmers
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or curers by raising their input costs, and therefore reducing 
their value-added compared to what it would be if the tariffs 
have not been imposed. For the purpose of this study, the 
Nominal Rates of Assistance on material inputs will be estimated 
by assigning broad categories of materials used to relevant 
tariff items of the custom tariff and converting this rate to a 
landed duty free basis to obtain a nominal rate equivalent.
4.5 Several Methodological Aspects
There are some methodological issues related to the 
measurement of assistance in this study which need discussion. 
First of all, there is the issue of the treatment of plant, 
equipment and machinery in the assistance measure. Plant, 
equipment and machinery represent an important component of 
farmers' and curers' costs and are readily tradeable. 
Accordingly, in this study, the depreciation on plant, equipment 
and machinery, and the value of material used in production of 
green leaf and cured leaf in the growing and curing activities 
respectively, have to be deducted from the value of output in 
order to determine the activity's value-added.
Secondly, there is the issue of the choice of unassisted 
or world prices as benchmark prices. The measurement of nominal 
and effective rates requires a measure of the extent to which 
assistance increases the returns to the domestic producer above 
what they would otherwise be if no assistance was provided 
(Industries Assistance Commission, 1983; p = 103). In this study, 
to calculate the value of tobacco output net of assistance, the 
recorded volume of the MFCV tobacco output for respective years
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(i.e. 1980 and 1984) will be revalued based on the relevant 
international tobacco prices as the benchmark prices. These 
benchmark prices, will be estimated on the' basis of international 
(C.I.F prices) of any Flue-cured Virginia tobacco which has 
similar quality and processing stage with MFCV tobacco leaf. In 
addition, tobacco is classified as being an import-competing 
commodity, as it would not be expected to produce significantly 
more than domestic requirements in the absence of assistance.
The third and final methodological issue relates to the 
treatment of non-traded inputs. In this study, it is assumed 
that the foreign elasticities of supply of imports of tobacco 
and the inputs which are used in the production processes of 
tobacco are infinite. This implies that, the prices of MFCV 
tobacco is set on world markets, and any level of supply of its 
inputs can be obtained at these prices. But the prices of 
non-traded inputs at which they are available might be affected 
by the quantity demanded by the MFCV tobacco industry. 
Therefore, under this circumstance, protection has not only 
assisted the MFCV tobacco producing industry, but also the 
production of non-traded inputs which have been used in this 
industry. Any increased in demand on non-traded inputs, as a 
result of protection of the MFCV tobacco industry, could raise 
the prices of that particular non-traded input.
Corden (1971) has proposed a trace-back approach with the 
intention to decompose non-traded goods into a tradable materials 
component, by which tariffs on these indirect tradeable inputs 
and value-added by primary factors can be taken into account. In 
order to derive the Corden measure, the value of non-traded
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inputs has to be divided into:
a. Indirect material inputs, that is the traded materials, 
which are used to produce the non-traded inputs which 
are combined with the value of material inputs used in 
the production process; and
b. Indirect value-added, that is the value-added of 
primary factors in the process of production of 
non-traded inputs which is combined with value-added in 
the processing stage.
In this method, therefore, tariffs on traded inputs used to 
produce non-traded goods are assumed to increase the cost of 
these inputs to the user industry. Accordingly, this method 
yields a combined effective rate for the production of non-traded 
inputs and the final product which is considered above.
An alternative approach is that of Balassa (1971), who 
assumed that non-traded goods are supplied at constant cost, with 
their prices varying by the amount by which protection raises or 
reduces the material inputs cost used in their production 
process. Therefore, though in the 'Balassa Method 1 assumes that 
there has been forward shifting of assistance on the materials 
used to produce the non-traded goods, only the protection of 
value-added of the production of final output is measured using 
this method.
The above suggestions are followed by a modified approach 
to measure effective assistance, which has been developed by the 
Australian Industries Assistance Commission (Plunkett and White, 
1984; pp. 48-49). This approach has the following differences:
a. The non-traded material inputs (e.g. electricity) are 
considered as traded material inputs, and allocated a 
zero nominal rate; and
b. The non-traded non-material inputs (e.g. financial 
services) are considered as value-added.
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In respect of the treatment of non-traded inputs, this 
study will follow the approach which has been practiced by the 
Industries Assistance Commission (IAC). The IAC estimates, 
sometimes refered to as being on a 'Modified Balassa* approach 
share some aspects of the Corden approach, in which the 
non-traded non-material inputs, which could be produced largely 
by valued-adding factors, are included in the value-added of 
industry being evaluated.
4.6 Procedures Used To Estimate The Nominal and 
Effective Rates of Assistance
The estimation of Nominal Rate of Assistance in this study 
involves working through the following steps:
a. Identification of forms of assistance and their 
classification according to whether they apply to 
outputs, inputs or value-adding factors. This is done 
for each activity of MFCV tobacco production, namely 
growing and curing, and for the joint activity of these 
activities;
b. Identification of outputs produced by every activity, 
namely growing and curing, and their levels of 
production, and by the joint activity of growing and 
curing;
c. Measurement of the assistance that has been provided 
with respect to each form of assistance and each output 
(i.e. green leaf and cured leaf); and
d. Calculation of the Nominal Rate of Assistance for each 
activity of the MFCV tobacco industry.
In a similar manner, the estimation of the Effective Rate of
Assistance also involves several steps:
a. The estimation of the Gross Tax Equivalent of protection 
to industries supplying inputs (involving steps similar 
to those described above for estimation of nominal 
rates) ;
b. Subtraction from the Gross Tax Equivalent of protection 
to input supplying industries any input subsidies which 
are of benefit to user activities;
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c. Estimation of unassisted value-added (by adjusting 
value of output and value of materials for domestic price 
distortions);
d. Incorporation into the analysis of assistance provided to 
value-adding factors, to estimate the Net Subsidy 
Equivalent of all assistance provided; and
e. Calculation of effective rates of assistance (equal 
to Net Subsidy Equivalent divided by unassisted value- 
added expressed as a percentage) of each activity.
4.7 Sources of Data
Secondary data are used in this study but some data were 
collected directly from government and private agencies. The 
other sources of data include publications of government agencies 
and individuals and also a number of seminar papers. These will 
be listed when they are refered to. The main source of 
secondary data are 'The Report on Cost of Production of Tobacco, 
1980’ and the same Report for 1984. These reports present the 
findings of the surveys on the cost of production of green and 
cured MFCV tobacco leaf, which were carried out by the National 
Tobacco Board in 1980 and 1984. They contain a detailed 
breakdown of the costs of production per kilogram of green and 
cured MFCV tobacco leaf. Consequently, they provide the basis 
for the estimates of total material and depreciation costs of 
green and cured leaf. The analysis of the data will be used to 
estimate the levels of assistance in both 1980 and 1984.
Trends in the industry are taken from the statistical 
series published in Basic Statistics on Tobacco (1984,1983, and 
1985), issued by the Ministry of Primary Industries and also 
taken from Tobacco Statistics (1982 and 1984), National Tobacco
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Plan (1980) and Review of the National Tobacco Plan (1985), which 
were issued by the National Tobacco Board. Data related to 
imports of tobacco is taken from the statistical series published 
in the Annual Statistics of External Trades (Import), issued by 
the Department of Statistics, Malaysia ( 1979 to 1984) and in the 
Foreign Trade Statistics of Thailand issued by the Department of 
Customs Bangkok, Thailand (1979 to 1984).
4.8 Conclusions
This chapter has presented a number of standard measures 
which will be used to measure government assistance to the MFCV 
tobacco industry in this study. A number of assumptions which 
will be employed in this study have also been discussed. 
Futhermore, this chapter has also discussed some aspects of 
analysis such as coverage of assistance and the classification of 
forms of assistance, namely assistance to output, assistance to 
value-adding factors and assistance to inputs. In addition, 
several methodological aspects have been highlighted in this 
chapter, including the treatment of non-traded inputs, treatment 
of plant, equipment and machinery, determination of benchmark 
prices, and procedures of estimating the nominal and effective 
rate of assistance have also been discussed. Finally, this 
chapter has presented information related to data sources. The 
next chapter presents the actual analysis and measurement of 
assistance to the growing and curing activities, and furthermore 
to the joint activity of growing and curing.
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CHAPTER 5
MEASUREMENT OF ASSISTANCE TO THE TOBACCO INDUSTRY
5.1 Introduction
The theoretical framework, standard measures and 
procedures, which were used to measure the assistance afforded 
the growing and curing activities individually and jointly were 
discussed in Chapter 4. The analysis and results are presented 
in this chapter. This chapter consists of a number of sections: 
following on from this introductory section, the second section 
analyses the imports of tobacco. This is followed by an analysis 
of the value of MFCV tobacco leaf if sold in the world market. 
The fourth section presents estimates of the notional producer 
transfer resulting from tobacco pricing and local content 
policies. This is followed by calculation of the effective rates 
of assistance, the overall results of the study, and finally by 
a concluding section.
5.2 Tobacco Imports
Malaysia imports various tobacco products broadly 
classified as unmanufactured tobacco, manufactured tobacco and 
'other' manufactured tobacco. Unmanufactured tobacco consists of 
not-stripped (unprocessed) and stripped (serai-processed) of 
Flue-cured Virginia (FCV) and non-FCV tobacco and tobacco refuse. 
Manufactured tobacco, on the other hand, consists of processed
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tobacco mainly in the form of final products such as cigars, 
cheroots, cigarillos and beedies . In addition, manufactured 
tobacco also includes cut-rag. This is processed tobacco ready 
to be rolled to produce cigarettes. 'Other’ manufactured tobacco 
consists of manufactured tobacco in airtight containers and minor 
categories of manufactured tobacco (see Appendix N).
In 1980, Malaysian tobacco product imports were $111,819 
million, declining to $103,151 in 1984. Imported tobacco 
products consist mainly of unmanufactured tobacco^. In 1980, 
4.241 million kilograms of unmanufactured tobacco with a value of 
$61,663 million (55 per cent of the total value of imported 
tobacco products) was imported, while in 1984, Malaysia imported 
4.054 million kilograms of unmanufactured tobacco with a value of 
$76,793 million (74 per cent of the total value of imported 
tobacco product) (see Table 5.1). Malaysian imports of cut-rag 
were only 157,831 kilograms in 1984 with a value of $3,769 
million (3.65 per cent of the total value of imported tobacco 
products) (see Appendix N). In general, unmanufactured tobacco 
dominates tobacco product imports and is used by cigarette 
manufacturers in the manufacture of locally produced cigarettes.
Malaysia imports unmanufactured tobacco from various 
countries, including Brazil, Canada, Taiwan, Greece, India, 
Republic of Korea, Thailand and the U.S.A (see Table 5.1). The
6 Beedies is a type of cigarette which is wrapped in a certain 
type of leaf. It is imported from India, and is mainly 
consumed by Indians.
7 For this study unless otherwise indicated, "unmanufactured 
tobacco" refers to not-stripped and stripped of FCV and 
non-FCV tobacco and tobacco refuse.
TABLE 5.1: IMPORTS OF UNMANUFACTURED TOBACCO* BY COUNTRY
COUNTRIES OF ORIGIN
AR
BRAZIL CANADA TAIWAN GREECE INDIA REP. OF KOREA THAILAND U.S.A OTHERS
TOTAL
1979
Vo 1ume (kg) 41,712 215,738 46,805 40,284 278,975 5,020 3,538,052 22,627 4,189,213
Value ($ GIF) 360,654 2,027,425 333,443 417,251 - 2,985,392 30,640 48,621,092 260,455 55,036,352Va 1 ue ($/kg GIF) 8.65 9.40 7.12 10.36 - 10.70 6.10 13.74 11.51 13.141980
Vo 1ume (kg) 377,735 18,720 75,575 6 102,009 7 3,666,673 310 4,241,035Value ($ GIF) - 4,045,536 141,444 875,830 80 1,058,735 301 55,540,692 952 61,663,570Value (S/kg GIF) - 10.71 7.55 11.58 13.33 10.38 43.0 15.15 3.07 14.541981
Vo 1ume (kg) 15 303,562 _ 40,433 70 135,538 212 2,780,008 10,515 3,270,353Value ($ GIF) 183 3,774,743 - 595,627 473 1,282,119 1,374 49,441,341 67,323 55,163,183Value ($/kg GIF) 12.20 12.43 - 14.73 6.76 9.46 6.48 17.78 6.40 16.871982
Vo 1ume (kg) 1 7 173,143 18,360 31,988 144 2,350 7,000 2,812,044 158,719 3,203,765Va 1 ue (S GIF) 499 2,398,496 176,702 537,596 942 29,390 42,601 53,753,526 1,221,132 58,160,884Value ($/kg GIF) 29.35 13.85 9.62 16.81 6.54 12.51 6.10 19.11 7.69 18.151983
Vo 1ume (kg) 23 _ 63,269 1,512,333 5,188 1,580,813Va 1 ue ($ GIF) 5,263 - - - - - 410,247 23,792,344 44,122 24,251,976Value ($/kg GIF) 228.82 - - - - - 6.48 15.73 8.50 15.341 984
Vo 1ume (kg) 76,914 77,400 15,101 3,795,049 89,731 4,054,194Value ($ GIF) 953,944 1,166,445 - 200,488 - - — 73,486,606 986,486 76,793,969Value (S/kg GIF) 12.40 15.07 — 13.28 - - - 19.36 13.00 18.94
SOURCE:
Note: *
Calculated from Department of Statistics, Annual Statistics of External Trade 
(Import), (various issues).
Consist of not-stripped and stripped of flue-cured Virginia and other than 
Virginia tobacco, and tobacco refuse. cr<<j0
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U.S.A is the major source of Malaysian imports of unmanufactured 
tobacco, representing 86.45 per cent of imports in 1980 (3.666 
million kilograms or $55,540 million). In 1984 imports of 
unmanufactured tobacco from the U.S.A. were 93.6 per cent (3.795 
million kilograms or $73,486 million) of total imported 
unmanufactured tobacco (see Table 5.1).
Imports of unmanufactured tobacco mainly consist of 
FCV tobacco (not-stripped and stripped) , which in 1980 
represented 98.67 per cent of the total quantity of imported 
unmanufactured tobacco. However, in 1984 this proportion had 
declined to 88.47 per cent of the total imported unmanufactured 
tobacco (see Appendix N). Imports of FCV tobacco are from 
various countries (see Table 5.2), including the U.S.A which is a 
major source of Malaysian imports of FCV tobacco. In 1980 the 
U.S.A provided 87.33 per cent of the imports (3.540 million 
kilograms or $55,429 million), but in 1984 the proportion of 
imports from the U.S.A had increased to 94.71 per cent of these 
imports (3.230 million kilograms or $65,636 million) (see Table 
5.2) .
5.3 Determination of Prices of MFCV Tobacco 
In The International Market
The major component of assistance afforded the Malaysian 
Flue-cured Virginia (MFCV) tobacco industry, 'the pricing and 
local content policies', can be measured by comparing the prices 
of MFCV tobacco in the domestic market with the prices which 
MFCV tobacco would have realised in unassisted competition
with imports.
TABLE 5.2: IMPORTS OF UNMANUFACTURED FLUE-CURED VIRGINIA TOBACCO *
YEAR
COUNTRIES OF ORIGIN
BRAZIL CANADA TAIWAN GREECE INDIA REP. OF KOREA THAILAND U.S.A OTHERS TOTAL
1979
Volume (kg) 41,712 215,738 46,805 40,284 278,975 5,020 3,531,840 22,627 4,183,001
Value ($ GIF) 360,654 2,027,425 333,443 417,251 - 2,985,392 30,640 48,611,736 260,455 55,026,996
Value ($/kg GIF) 8.65 9.40 7.12 10.36 — 10.70 6.10 13.76 11.51 13.15
1980
Volume (kg) 377,735 18,720 15,287 6 102,009 7 3,540,518 16 4,054,298
Value ($ GIF) - 4,045,536 141,444 170,503 80 1,058,735 301 55,429,172 587 60,846,358
Value ($/kg GIF) - 10.71 7.56 11.15 13.33 10.38 43.00 15.66 36.70 15.001981
Volume (kg) 15 303,562 45 70 135,538 208 2,605,286 6,091 3,050,815Value ($ GIF) 183 3,774,743 - 371 473 1,282,119 1,1301 49,296,831 50,508 54,406,529
Value ($/kg GIF) 12.20 12.43 - 8.24 6.76 9.46 6.25 18.92 8.29 17.831982
Volume (kg) 17 173,143 18,360 1,390 70 1,200 4,000 2,750,381 144,518 3,093,079
Value ($ GIF) 499 2,398,496 176,702 33,902 436 15,110 24,231 53,630,673 1,186,466 57,466,515
Value ($/kg GIF) 29.35 13.85 9.62 24.40 6.23 12.60 6.06 19.50 8.21 18.58
1983
Volume (kg) 15.45 . _ 63,105 982,699 5,073 1,050,893
Value ($ GIF) 4,821 - - - - - 408,814 17,934,012 37,332 18,384,979
Value ($/kg GIF) 312.04 - - - - - 6.48 18.25 7.36 17.49
1984
Volume (kg) 76,914 77,400 ■ 3,230,538 26,240 3,411,091
Value ($ GIF) 953,944 1,166,445 - - - - — 65,636,040 188,246 67,944,675
Value ($/kg GIF) 12.40 15.07 - - - - 20.32 7.17 19.92
SOURCE: Calculated from Department of Statistics, Annual Statistics of External Trade
(Import) (various issues).
Note: * Consist of not-stripped and stripped of flue-cured Virginia tobacco only.
ON
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As an import competing industry, the MFCV tobacco 
industry is producing unmanufactured FCV tobacco for use in 
domestic cigarette manufacture. However, as we have seen MFCV 
tobacco is not the only source of tobacco used in the manufacture 
of locally produced cigarettes, there is a range of 
unmanufactured tobacco imported into Malaysia which is blended 
with MFCV tobacco in the production of locally produced 
cigarettes (see Table 5.1). Thus, the imported unmanufactured 
tobacco should be considered as a complement to MFCV tobacco 
rather than a substitute. MFCV tobacco has to be blended with 
high quality imported tobacco, which is also mainly FCV tobacco, 
to give flavour to locally produced cigarettes. Local cigarettes 
are mainly a British Blend cigarette which uses 100 per cent of 
FCV tobacco. The blending is necessary because MFCV tobacco is 
considered as 'filler' tobacco, and has poor manufacturing 
ability and low smoking quality as desribed in Section 1.3 
(Chapter 1) and Section 3.8 (Chapter 3). High quality 
unmanufactured FCV tobacco is imported mainly from the U.S.A (see 
Table 5.2) .
The nominal unit values of unmanufactured FCV tobacco 
imported from the U.S.A compared to the unit values of MFCV 
tobacco are given in Table 5.3. In 1980, the imported U.S.A 
tobacco was $15.66 per kilogram (C.I.F value), and it increased 
to $20.32 per kilogram (C.I.F value) in 1984, compared to $8.25 
and $11.35 per kilogram (ex-curing station price) for MFCV 
tobacco for the same years. However, this imported 
unmanufactured FCV tobacco consists mainly of stripped tobacco 
while MFCV tobacco is non-stripped tobacco. After considering 
the custom duty imposed on this imported tobacco ($50.00 per
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TABLE 5.3; Unit Values of Unmanufactured Flue—cured 
Virginia Tobacco Imported From the U.S.A 
Compared to Unit Values of MFCV Tobacco
(UNIT: $ per kg)
Year Unit Values of Unmanufactured 
Tobacco From the U.S.A
Unit Values of
MFCV Tobacco
1979 13.76 9.27
1980 15.66 8.251981 18.92 10.68
1982 19.50 11.63
1983 18.25 10.84
1984 20.32 11.35
Sources: National Tobacco Board, Tobacco Statistics (various 
issues); Department of Statistics, Annual Statistics of 
External Trade(Import) (various issues).
kilogram) and the cost of buying, transporting and processing of 
MFCV tobacco (between $1.50 to $2.50 per kilogram), the prices of 
imported unmanufactured FCV tobacco from the U.S.A is still far 
higher than the prices of MFCV tobacco.
Since MFCV tobacco is not traded in international 
markets, the value of MFCV tobacco on the world market cannot be 
directly determined. However, the value of MFCV tobacco can be 
estimated based on the unit values in the world market of 
unmanufactured FCV tobacco of a similar quality and processing 
stage. Because the Malaysian industry is import competing, these 
estimated unit values should be in C.I.F values (i.e the costs of 
freight and insurance are included). Ibrahim (1985, pp.7-9) in 
his estimate of the nominal protection coefficient for the 
Flue-cured Virginia tobacco industry has estimated the C.I.F 
per unit value of MFCV tobacco based on the average per unit 
value of all tobacco imported by Malaysia. Certainly, this price 
cannot be accepted as representative of the potential C.I.F value 
of MFCV tobacco, because most of the imported tobacco is of a
68
higher quality than MFCV tobacco. The effect of Ibrahim's 
procedure is to grossly underestimate the degree of protection. 
However, little work has been done on the identification of 
internationally-traded tobacco leaf which might be of similar 
quality to the MFCV tobacco leaf. Recently however, the 
Malaysian Tobacco Company (MTC) sent three groups of samples of 
MFCV tobacco (from Alor Ketitir) to international tobacco buyers. 
These were also presented in the World Tobacco Conference and 
Exhibition in Hong Kong for evaluation by overseas tobacco 
buyers. As a result of comments and evaluation by these buyers, 
the MTC concluded that the quality of MFCV tobacco might be 
equivalent to FCV tobacco from Thailand, the Philippines, India, 
Guatemala and Puerta Rico (Personal communication with MTC).
The Malaysian Agricultural Research Development Institute 
(MARDI), in its assessment has stated that generally, the quality 
of MFCV tobacco leaf is equivalent to the FCV tobacco leaf from 
Thailand (Personal communication with MARDI). Based on these 
evaluations, it is concluded that the quality of FCV tobacco leaf 
produced by Thailand is equivalent to MFCV tobacco leaf.
Since the quantity of Thai Unmanufactured FCV tobacco 
imported by Malaysia in 1980 was very small (i.e 7 kilograms) its 
C.I.F per unit value ($43.00/kilogram) cannot be accepted as 
representative of the per unit C.I.F value of Thai tobacco for 
that year. In addition, the C.I.F per unit value of Thai 
Unmanufactured FCV tobacco imported by Malaysia in 1984 is not 
available since it was reported that there were no imports of 
Thai tobacco by Malaysia in that year (see Table 5.2). Thus, the 
C.I.F per unit value of Thai Unmanufactured FCV tobacco cannot be
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derived from import statistics.
As an alternative, it is considered that the average F.O.B 
per unit value of Thai Unmanufactured FCV tobacco, plus the cost 
of insurance and freight per unit, would be a more reliable basis 
on which to estimate the C.I.F per unit value of the Thai 
product. This is because the F.O.B per unit values represent the 
total exports of the Thai Unmanufactured FCV tobacco and the 
processing stage of this tobacco is equivalent to the MFCV 
tobacco (i.e not-stripped) (Thailand, 1979 to 1984).
The cost per unit of freight and insurance of Thai tobacco 
for 1980 and 1984 can be estimated by comparing the F.O.B per 
unit value of Thai tobacco exported to Malaysia with its 
C.I.F value when it was imported into Malaysia. However, while 
the Malaysian statistics show that there were imports of tobacco 
from Thailand from 1979 to 1983, there were no imports in 1984 
(Malaysia, 1979, 1980, 1981, 1982, 1983a and 1984a). On the 
other hand, Thai statistics show that exports of tobacco to 
Malaysia only occured in 1980 and 1982 (Thailand, 1979 to 1984). 
Thus, it is difficult to estimate the cost per unit of freight 
and insurance because the C.I.F per unit value for 1980 is not 
acceptable (i.e $43.00 per kg), while the difference between the 
F.O.B and C.I.F per unit value for only one year (1982) is not a 
good enough basis to estimate the per unit cost of freight and 
insurance of Thai tobacco.
Another alternative approach is based on the difference in 
average F.O.B per unit value of all tobacco exported by Thailand 
in each year (i.e 1979, 1981, 1982 and 1983) and the C.I.F per
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unit value of Thai tobacco imported by Malaysia in those years. 
However, such estimates of the per unit costs are confusing (see 
Table 5.4).
TABLE 5.4: Estimated Costs of Insurance and Freight of 
Tobacco Imported From Thailand By Malaysia
F.O.B value C.I.F value Insurance and % insurance and
Year
of Thai of Thai freight costs freight costs oftobacco* tobacco ($/kg) F.O.B value($/kg) ($/kg)
(1) (2) (3)=(2)-(1) (4)
1979 4.69 6.10 ill 30.06 %1980 4.53 43.00 a n. e n. e1981 5.53 6.48 0.95 17.18 %
1982 7.94 6.10 -1.84 -23.17 %
1983 6.47 6.48 0.01 0.15 %1984 5.28 n. a - -
Note: * This is the average F.O.B value of whole exported
tobacco.
a This value is not considered as representative because 
the import of tobacco is only 7 kgs. 
n.a Not available, 
n.e Not estimated.
Sources: Calculated from Foreign Trade Statistics of Thailand. 
Department of Customs Bangkok (various issues);
Table 1.4 (in chapter 1)
As a result of the difficulty in estimating the cost of 
freight and insurance, for this study, it is estimated that the 
cost per unit of insurance and freight is 20 per cent of the 
F.O.B prices of Thai Unmanufactured FCV tobacco. This estimate 
is based on a typical freight and insurance cost for similar
products. These estimated costs are shown in Table 5.5. Based
on these estimated costs and average F.O.B per unit values of
Thai Unmanufactured FCV tobacco each year, the C.I.F per unit
value of the tobacco can be estimated (see Table 5.5).
5.4 Estimation of Notional Producer Transfer
The notional producer transfer can be estimated from
TABLE 5.5: ESTIMATED C.I.F VALUE OF THAI TOBACCO
IMPORTED BY MALAYSIA > 3 979 TO 1984
Year
Average F.O.B 
value of Thai 
Tobacco
($/Kg)
(1)
Estimated cost 
of Insurance 
and Freight 
(207. of F.O.B 
value)
($/Kg)
(2)
Estimated C.I.F 
value of Thai 
Tobacco imported 
by Malaysia
($/Kg)
(3=1 + 2)
Unit value 
of MFCV 
Tobacco
($/Kg)
(4)
Dif ferent 
in unit 
value
($/Kg)
(5=4 - 3)
Quantity of 
MFCV
Tobacco
(Mi 11 Kgs) 
(6)
Notiona1 
Producer 
Transfer
($ Mill) 
(7=5 x 6)
1979 4.69 0.94 5.63 9.27 3.64 7.534 27.424
1980 4.53 0.91 5.44 8.25 2.81 10.497 29.497
1981 5.53 1.11 6.64 10.68 4.04 7.694 31.084
1982 7.94 1.60 9.54 11.63 2.09 9.578 20.018
1983 6.47 1.30 7.77 10.84 3.07 9.685 29,733
1984 5.28 1.06 6.34 11.35 5.01 7.157 35,857
SOURCES:Calculated From Foreign Trade Statistics of Thailand, 
Department of Customs Bangkok (various issues ).
Table 1.4 (in Chapter 1).
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the difference between the unit values of MFCV tobacco and the 
estimated C.I.F per unit values of unmanufactured FCV tobacco 
from Thailand. The notional producer transfer is estimated by 
multiplying the difference in unit values by the quantity of MFCV 
tobacco which is produced in each year. The estimated notional 
producer transfers (1979 to 1984) are given in Table 5.5. This 
Table shows that, the estimated notional producer transfer in 
year 1980 was $29,497 million, but in 1984 it was $35,857 
million, this means that the MFCV tobacco industry received 
positive assistance in both years.
5.5 Estimation of Effective Rates of Assistance
Green leaf is the basic raw material in the production 
of cured leaf, and the distribution of assistance between growing 
and curing activities is unknown. Accordingly, in this study the 
effective rates of assistance are estimated based on a number of 
assumptions related to the distribution of assistance (as well as 
those assumptions which have already been discussed in Section 
4.3, Chapter 4). The first assumption is that all assistance 
flows to the tobacco growing activity from curers through the 
price mechanism. An alternative assumption is that all 
assistance is kept by tobacco curers.
The estimation of the effective rates of assistance for 
each activity and the joint activity of growing and curing for 
1980 and 1984 are presented in Tables 5.6, 5.7, 5.8, 5.9, and 
5.10. The estimation of some components which are included in 
the estimation of these effective rates of assistance are
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described below:
5.5.1 Value of output
The value of output of each activity, growing and 
curing, is equal to the amount of money received by growers from 
the sales of green leaf to curers (see Table 1.3 of Chapter 1) 
and the amount of money received by curers from the sales of 
cured leaf to cigarette manufacturers (see Table 1.4 of Chapter 
1). Futhermore, the value of output of the joint activity is 
equal to the value of cured leaf.
5.5.2 Materials and Depreciation
The cost of materials of each activity, growing and 
curing, is estimated respectively by aggregating the costs of 
materials used in production per kilogram of green or cured leaf 
in a particular year, multiplied by the quantity of green or 
cured leaf produced in that year (see Appendix 0 and P). 
Accordingly, the total cost of materials used by the joint 
activity of growing and curing, is estimated by aggregating the 
total cost of materials used in growing activity, plus the total 
cost of materials used in the curing activity, but excluding the 
cost of green leaf itself (see Appendix S).
Depreciation for the each activity of growing and curing, 
is estimated by aggregating the depreciated values of several 
items used in producing a kilogram of green or cured leaf in a 
particular year, multiplied by the quantity of green or cured 
leaf produced in that year, respectively (see Appendix Q and R).
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Accordingly, the total depreciated values of the joint activity 
of growing and curing are estimated by aggregating the total 
depreciated values of both activities (see Appendix S).
5.5.3 Research
For the growing activity, the total expenditure on 
research is calculated by aggregating the expenditures on 
research on growing tobacco which have been spent by the MARDI 
and the MTC. On the other hand, for curing activity, the total 
expenditure on research is only that spent by the MARDI, since no 
research on curing is carried out by the MTC. For the joint 
activity, the total expenditure on research is estimated by 
aggregating the amount of money which has been spent by the MARDI 
and the MTC on tobacco research. The calculation of these 
research expenditures is shown in Appendix T.
5.5.4 Concessional Credit
Concessional credit is the assistance from the 
provision of finance provided to the growing and curing 
activities. Concessional credit for the growing activity is 
estimated by multiplying the amount of credit provided by the NTB 
and the Agricultural Bank by the period of credit given and the 
average market interest rate of lending by commercial banks, 
since there is no interest charged on this credit. The 
amount of credit which is given to the growing activity by other 
commercial banks was not available, however it is assumed that 
the extent of this credit was very small. Estimation of this 
concessional credit is shown in Appendix U.
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Concessional credit received by the curing activity is 
estimated by multiplying the amount of credit given by the 
Agricultural Bank by the period of credit given and the 
difference between the interest rate charged by the Agricultural 
Bank and the average market interest rate of lending of 
commercial banks. It is assumed that there was no concessional 
credit provided to the curing activity through commercial banks. 
The calculation of concessional credit given to the curing 
activity is shown in Appendix V. For the joint activity, 
concessional credit was estimated by aggregating the benefits 
received by growing and curing activities.
5.5.5 Extension Services
Tobacco extension services are only provided by the NTB. 
They are provided to both growers and curers. The NTB 
statistics allow a breakdown of the costs of providing 
extension services between the activities. The estimates of 
these expenditures for 1980 and 1984 are presented in Appendix W.
5.5.6 Tobacco Pricing and Local Content Policies
Policies on tobacco pricing and local content 
result in a transfer from users and consumers to the industry. 
It is measured as the difference between the potential prices of 
tobacco imported from Thailand (having a similar quality and 
stage of processing to MFCV tobacco) and MFCV tobacco in each 
year multiplied by the quantity of MFCV tobacco produced in the 
respective year. It is the notional producer transfer estimated 
in Table 5.5. The consequences of the policies on tobacco
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pricing and local content on the growing and curing activities 
depend on assumptions regarding the distribution of all 
assistance due to the policies employed.
If the assumption is that all assistance flows to tobacco 
growers, the consumer transfer will be reflected in the 
calculation of effective rate of assistance of the growing 
activity (as in Table 5.6). It will also be reflected as 
assistance to output in the calculation of the effective rate of 
assistance of curing activity but it will be offset under 
assistance to inputs, as shown in Table 5.7. Alternatively, if 
the assumption is that all assistance is kept by tobacco curers, 
the consumer transfer will be reflected in the calculation of the 
effective rate of assistance of the curing activity as in Table 
5.9, and will not be reflected in the calculation of the 
effective rate of assistance of growing activity (see Table 5.8). 
In the case of the estimation of the effective rate of assistance 
for the joint activity of growing and curing, the consumer 
transfer will be reflected as an output subsidy only (see Table 
5.10).
5.5.7 Fertiliser Subsidies
Fertiliser subsidies measures the amount of subsidy to
tobacco fertiliser given to tobacco growers by cigarette
manufacturers. The amount of subsidy used in the calculation of
effective rates of assistance to the growing activity and the
joint activity of growing and curing is based on the actual
amount of fertiliser subsidy which is distributed by the NTB to
growers in each year.
77
5.5.8 Tariffs on Materials and Depreciation
The tariffs on materials and depreciation for each 
activity (growing and curing) are estimated as follows:
(5.1) Tariff on materials = [M/(l + t)] x t
where: M = total value of materials used
t = the rate of tariff
In the estimation of tariff on materials for curing activity, the 
total value of green leaf used has to be excluded from the total 
value of materials. The rate of tariff (t) is estimated by 
averaging the rate of tariffs which are imposed on several 
materials (see Appendix X and Y).
(5.2) Tariff on depreciation = [D/(1 + t1)] x t1
where: D = total value of depreciation
t'= the rate of tariff
The rate of tariff (t1) is estimated by averaging the rate of
tariffs imposed on several items used in the production process
of each activity which have depreciated value (see Appendix X and 
Y).
For the joint activity of growing and curing, the 
tariffs on materials and depreciation are estimated by 
aggregating these tariffs for the growing and curing activities. 
The detail of the calculations are given by Appendix Z.
5.6 The Results of The Study
5.6.1 Assumption 1: Growers Receive The Benefits
Using the assumption that all of the tobacco pricing 
and local content assistance flows to tobacco growers, the
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effective rates of assistance, net subsidy equivalents, nominal 
rates of assistance and gross subsidy equivalents for the growing 
and curing activities were estimated and are shown in Tables 5.6 
and 5.7 respectively. For the growing activity the estimated 
effective rate of assistance for 1980 was 1,232 per cent (see 
Table 5.6). This estimate shows that the assistance received by 
this activity was very high. But the effective rate of 
assistance for 1984 has not been calculated due to the negative 
value-added which implies that at the world price the value of 
the output of green leaf is less than the value of materials used 
in production. Therefore, assistance received by the activity is 
estimated to be extremely high. The net subsidy equivalents 
which would have been necessary in order to provide the same 
amount of assistance (by subsidy) as was provided by the 
effective rates of assistance for 1980 and 1984 were $36,662,436 
and $40,833,210 respectively. These estimates show that the net 
subsidy equivalent for 1984 was higher than for 1980 (see Table 
5.6). Futhermore, the estimated net subsidy equivalents for per 
hectare, per tobacco farm and per kilogram of green leaf in 1980 
(1984) were $2,769 ($3,871), $843 ($935) and $0.37 ($0.57) 
respectively.
The estimated nominal rates of assistance for 1980 and 
1984 were 175 and 337 per cent respectively (see Table 5.6). 
This implies that the extent to which consumers paid higher price 
for green leaf and taxpayers paid subsidies and bounties in 
support of the production of green leaf in both years was high; 
however for 1984 it was higher than 1980. Accordingly, the gross
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TABLE 5.6: ESTIMATED EFFECTIVE RATES OF ASSISTANCE IN
1980 AND 1984 FOR GROWING MFCV TOBACCO
(ALL PRICING AND LOCAL CONTENT ASSISTANCE
PASSED ON TO GROWERS)
1980
($)
1984
($)
VALUE OF OUTPUT (1) 46,361,000 46,497,000
LESS INPUTS
Materials
Depreciation (equipment and machinery)
5,706,804
2,382,336
7,930,756
1,937,515
PLUS ASSISTANCE TO VALUE-ADDING FACTORS 
Research
Concessional credit
Extension services
1,032,294
214,576
119,783
1,344,488
197,255
136,071
ASSISTED VALUE-ADDED (2) 39,638,513 38,306,543
LESS ASSISTANCE TO OUTPUT (3)
Tobacco pricing and local content policies 29,497,000 35,857,000
LESS ASSISTANCE TO INPUTS
Fertiliser subsidies 6,679,541 4,363,238
LESS ASSISTANCE TO VALUE-ADDING FACTORS 
Research
Concessional credit
Extension services
1,032,294
214,576
119,783
1,344,488
197,255
136,071
PLUS TARIFF ON INPUTS
Tariff on materials
Tariff on equipment and machinery
625,508
255,250
869,269
195,573
UNASSISTED VALUE-ADDED (4) 2,976,077 -2,526,667
NET SUBSIDY EQUIVALENT (2)-(4)
Per hectare
Per farm
Per kilogram of green leaf
36,662,436
2,769
843
0.37
40,833,210
3,871
935
0.57
% %
EFFECTIVE RATE (2)-(4)
(4)
NOMINAL RATE (3)
( 1) - ( 3 )
1,232
175
*
337
value-added. Negative value-added implies that at world 
price the value of output is less than the value of 
materials used. Therefore, assistance is estimated to be 
extremely high under the assumption used here.
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TABLE 5.7: ESTIMATED EFFECTIVE RATES OF ASSISTANCE IN
1980 AND 1984 FOR CURING MFCV TOBACCO
(ALL PRICING AND LOCAL CONTENT ASSISTANCE
PASSED ON TO GROWERS)
1980
($)
1984
($)
VALUE OF OUTPUT (1) 86,075,000 81,234,000
LESS INPUTS
Materials
Depreciation (plant and machinery)
71,589,540
2,750,214
55,466,750
3,316,554
PLUS ASSISTANCE TO VALUE-ADDING FACTORS 
Research
Concessional credit
Extension services
246,899
82,000
29,946
460,075
455,220
20,333
ASSISTED VALUE-ADDED (2) 12,094,091 23,386,324
LESS ASSISTANCE TO OUTPUT (3) * 
Tobacco pricing and local content policies 29,497,000 35,857,000
LESS ASSISTANCE TO INPUTS *
Tobacco pricing and local content policies -29,497,000 -35,857,000
LESS ASSISTANCE TO VALUE-ADDING FACTORS 
Research
Concessional credit
Extension services
246,899
82,000
29,946
460,075
455,220
20,333
PLUS TARIFF ON INPUTS
Tariff on materials
Tariff on plant and machinery
1,534,891
542,094
1,152,728 
653,725
UNASSISTED VALUE-ADDED (4) 13,812,231 24,257,149
NET SUBSIDY EQUIVALENT (2)-(4)
Per kilogram of cured leaf
-1,718,140
-0.16
-870,825
-0.12
% %
EFFECTIVE RATE (2)-(4)
(4)
NOMINAL RATE (3)
(1)-(3)
-12.44
52.14
-3.6
79.02
Note: * Assistance to output is fully offset by a tax on inputs;
that is, all pricing and local content assistance assumed 
to be passed down to growers.
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subsidy equivalents which were required to provide the same 
amount of assistance (by subsidy) as was provided by the nominal 
rates of assistance for 1980 and 1984 were $29,497,000 and 
$35,857,000 respectively, and were also equivalent to the 
producer transfers for these years (see Table 5.6).
Continuing with the assumption that all assistance 
flows on to tobacco growers, the estimated effective rates of 
assistance for the curing activity for 1980 and 1984 were -12.44 
and —3.60 per cent respectively (see Table 5.7). These negative 
values of estimated effective rates of assistance imply that 
the curing activity has been taxed by the community and the 
percentages show the extent of the taxes. Consequently, the net 
subsidy equivalents which would have been necessary to provide 
the same amount of assistance (by subsidy, in this case a tax) as 
the effective rates of assistance for 1980 and 1984 were 
$-1,718,140 and $-870,825 respectively (see Table 5.7). 
Futhermore, the estimated net subsidy equivalents for per 
kilogram of cured leaf in 1980 and 1984 were $-0.16 and $-0.12 
respectively.
The estimated nominal rates of assistance in 1980 
and 1984 were 52.14 and 79.02 per cent respectively. These 
estimates imply that the extent to which consumers paid higher 
prices for cured leaf and taxpayers paid subsidies and bounties 
in support of the production of cured leaf produced in 1984 was 
higher than in 1980. Accordingly, the gross subsidy equivalents 
which were required to provide the same amount of assistance (by 
subsidy) as was provided by the nominal rates of assistance in 
1980 and 1984 were $29,497,000 and $35,857,000 respectively (see
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Table 5.7) .
5.6.2 Assumption 2: Curers Retain The Benefits
With the alternative assumption that all of the 
tobacco pricing and local content assistance is kept by tobacco 
curers, the estimated effective rates of assistance, net subsidy 
equivalents, nominal rates of assistance and gross subsidy 
equivalents for the growing and curing activities are shown in 
Table 5.8 and 5.9 respectively. For the growing activity, the
estimated effective rates of assistance for 1980 and 1984 were
22.06 and 14.92 per cent respectively ( see Table 5.8). The
estimates show that the assistance given to growers in these
years was low, with the assistance given in 1984 being lower than 
1980. The net subsidy equivalents which would have provided the 
same amount of assistance (by subsidy) as was provided by the 
effective rates of assistance for 1980 and 1984 were $7,165,436 
and $4,976,210 respectively. The estimated net subsidy 
equivalents for per hectare, per tobacco farm and per kilogram of 
green leaf in 1980 (1984) were $541 ($472), $165 ($114) and $0.07 
($0.07) respectively.
The nominal rates of assistance for this growing activity 
were zero because there was no assistance on output (i.e. tobacco 
pricing and local content policies) due to the assumption that 
all assistance is kept by tobacco curers. Accordingly, the gross 
subsidy equivalents were also zero in both years 1980 and 1984 
(see Table 5.8).
With this assumption, it is not possible to calculate
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TABLE 5.8: ESTIMATED EFFECTIVE RATES OF ASSISTANCE IN
1980 AND 1984 FOR GROWING MFCV TOBACCO
(ALL PRICING AND LOCAL CONTENT ASSISTANCE
RETAINED BY CURERS)
1980
($)
1984
($)
VALUE OF OUTPUT (1) 46,361,000 46,497,000
LESS INPUTS
Materials
Depreciation (equipment and machinery)
5,706,804
2,382,336
7,930,756
1,937,515
PLUS ASSISTANCE TO VALUE-ADDING FACTORS 
Research
Concessional credit
Extension services
1,032,294
214,576
119,783
1,344,488
197,255
136,071
ASSISTED VALUE-ADDED (2) 39,638,513 38,306,543
LESS ASSISTANCE TO OUTPUT (3)
Tobacco pricing and local content policies * —
LESS ASSISTANCE TO INPUTS
Fertiliser subsidies 6,679,541 4,363,238
LESS ASSISTANCE TO VALUE-ADDING FACTORS 
Research
Concessional credit
Extension services
1,032,294
214,576
119,783
1,344,488
197,255
136,071
PLUS TARIFF ON INPUTS
Tariff on materials
Tariff on equipment and machinery
625,508
255,250
869,269
195,573
UNASSISTED VALUE-ADDED (4) 32,473,077 33,330,333
NET SUBSIDY EQUIVALENT (2)-(4)
Per hectare
Per farm
Per kilogram of green leaf
7,165,436
541
165
0.07
4,976,210
472
114
0.07
% %
EFFECTIVE RATE (2)-(4)
(4)
NOMINAL RATE (3)(1)-(3 )
22.06 14.92
0 0
Note: * All tobacco pricing and local content assistance is
assumed to be retained by curers.
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TABLE 5.9: ESTIMATED EFFECTIVE RATES OF ASSISTANCE IN
1980 AND 1984 FOR CURING MFCV TOBACCO
(ALL PRICING AND LOCAL CONTENT ASSISTANCE
RETAINED BY CURERS)
1980
($)
1984
($)
VALUE OF OUTPUT (1) 86,075,000 81,234,000
LESS INPUTS
Materials
Depreciation (plant and machinery)
71,589,540
2,750,214
55,466,750
3,316,554
PLUS ASSISTANCE TO VALUE-ADDING FACTORS 
Research
Concessional credit
Extension services
246,899
82,000
29,946
460,075
455,220
20,333
ASSISTED VALUE-ADDED (2) 12,094,091 23,386,324
LESS ASSISTANCE TO OUTPUT (3)
Tobacco pricing and local content 
policies* 29,497,000 35,857,000
LESS ASSISTANCE TO INPUTS ** - -
LESS ASSISTANCE TO VALUE-ADDING FACTORS 
Research
Concessional credit
Extension services
246,899
82,000
29,946
460,075
455,220
20,333
PLUS TARIFF ON INPUTS
Tariff on materials
Tariff on plant and machinery
1,534,891
542,094
1,152,728
653,752
UNASSISTED VALUE-ADDED (4) -15,684,769 -11,599,851
NET SUBSIDY EQUIVALENT (2)-(4)
Per kilogram of cured leaf
27,778,860
2.65
34,986,175
4.88
% %
EFFECTIVE RATE (2)-(4)
(4)
NOMINAL RATE (3)
(1)-(3)
+
52.14
+
79.02
Note: * All tobacco pricing and local content assistance assumed
to be retained by curers.
** No assistance on inputs.
+ Effective rate is not calculated due to negative 
value-added. Negative value-added implies that at world 
price the value of output is less than the value of 
materials used. Therefore, assistance is estimated to 
be extremely high under the assumption used here.
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the effective rates of assistance of the curing activity for 1980 
and 1984, since there is a negative value-added in each year. 
The negative value-added implies that at world prices the value 
of cured leaf is less than the value of materials used in its 
production in those years. Thus, assistance received by the 
activity in both years is estimated to be extremely high. The 
estimated net subsidy equivalents for 1980 and 1984 were 
$27,778,860 and $34,986,175 respectively. These amounts would 
have been necessary to provide the same amount of assistance (by 
subsidy) as was provided by the effective rates of assistance for 
1980 and 1984 (see Table 5.9). Futhermore, the estimated net 
subsidy equivalents for per kilogram of cured leaf in 1980 and 
1984 were $2.65 and $4.88 respectively.
Under the same assumption, the estimated nominal rates 
of assistance of curing activity in 1980 and 1984 were 52.14 
and 79.02 per cent respectively (see Table 5.9). These estimates 
reflect the extent to which consumers and users paid higher 
prices. The gross subsidy equivalents which would have been 
necessary in order to provide the same amount of assistance (by 
subsidy) as was provided by the nominal rates of assistance for 
1980 and 1984 were $29,497,000 and $35,857,000 respectively. 
These estimates show that the gross subsidy equivalent in 1984 
was higher than it was in 1980 (see Table 5.9).
5.6.3 The Joint Activity
The estimated effective rates of assistance, net subsidy 
equivalents, nominal rates of assistance and the gross subsidy 
equivalents for the joint activity of growing and curing are
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shown in Table 5.10. The estimated effective rates of assistance 
for 1980 and 1984 were 107.34 and 169.64 per cent respectively. 
These estimates indicate that the assistance given to this joint 
activity has been very high (exceeding 100 percent) in both 
years, but the assistance in 1984 was higher than the one in 
1980. The net subsidy equivalents which would have been 
necessary to provide the same amount of assistance (by subsidy) 
as was provided by the effective rates of assistance for 1980 and 
1984 were $34,944,296 and $39,962,385 respectively. Therefore, 
the net subsidy equivalent for 1984 was higher than for 1980. 
Futhermore, the estimated net subsidy equivalents for per 
kilogram of cured leaf in 1980 and 1984 were $3.33 and $5.58 
respectively.
The estimated nominal rates of assistance for 1980 
and 1984 were 52.14 and 79.02 per cent respectively (see Table 
5.10). These estimates show the extent to which consumers paid 
higher prices for cured leaf (which considered as the output of 
the joint activity). In addition, it is equivalent to the 
estimated nominal rates of assistance for 1980 and 1984 of curing 
activity under the assumption that either all of the tobacco 
pricing and local content assistance flows to growers or is kept 
by curers (see Table 5.7 and 5.9). Accordingly, the gross 
subsidy equivalents which would have been required to provide the 
same amount of assistance by subsidy as was provided by the 
nominal rates of assistance for 1980 and 1984 were $29,497,000 
and $35,857,000 respectively (see Table 5.10), and are also equal 
to the gross subsidy equivalents in 1980 and 1984 respectively 
for the individual activity of growing under the assumption that 
all of the tobacco pricing and local content assistance flows to
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TABLE 5.10: ESTIMATED EFFECTIVE RATES OF ASSISTANCE IN 1980 
AND 1984 FOR THE JOINT ACTIVITY OF GROWING AND 
CURING OF THE MFCV TOBACCO INDUSTRY
1980 1984
($) ($)
VALUE OF OUTPUT (1) 86,075,000 81,234,000
LESS INPUTS
Materials
Depreciation (plant, equipment and 
machinery)
15,169,850
5,132,550
15,037,657
5,290,069
PLUS ASSISTANCE TO VALUE-ADDING FACTORS 
Research
Concessional credit
Extension services
1,279,193
296,576
149,729
1,804,563
652,475
156,404
ASSISTED VALUE-ADDED (2) 67,498,098 63,519,716
LESS ASSISTANCE TO OUTPUT (3)
Tobacco pricing and local content 
policies 29,497,000 35,857,000
LESS ASSISTANCE TO INPUTS
Fertiliser subsidies 6,679,541 4,363,238
LESS ASSISTANCE TO VALUE-ADDING FACTORS 
Research
Concessional credit
Extension services
1,279,193
296,576
149,729
1,804,563
652,475
156,404
PLUS TARIFF ON INPUTS
Tariff on materials
Tariff on plant, equipment and machinery
2,160,399
797,344
2,021,997
849,298
UNASSISTED VALUE-ADDED (4) 32,553,802 23,557,331
NET SUBSIDY EQUIVALENT (2)-(4)
Per kilogram of cured leaf
34,944,296
3.33
39,962,385
5.58
% %
EFFECTIVE RATE (2)-(4)
(4)
NOMINAL RATE (3)
( 1) — ( 3)
107.34
52.14
169.64
79.02
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growers (see Table 5.6), and for individual activity of curing 
under the assumption that either all of the assistance flows to 
growers (see Table 5.7) or all of the assistance is kept by 
curers (see Table 5.9).
In summary, the assumption that all of the tobacco 
pricing and local content flows to growers results in an 
extremely high assistance to growers and negative assistance to 
curers in both years, i.e 1980 and 1984. On the other hand, the 
alternative assumption that all of the tobacco pricing and local 
content is fully retained by curers results in an extremely high 
assistance to curers and extremely low assistance to growers in 
1980 and 1984. Therefore, these assumptions are unlikely to 
reflect the actual flow of the tobacco pricing and local content 
assistance to the growers and curers in these years. However, 
the joint activity of growing and curing, which received a 
reasonable assistance in both years, as reflected by its 
effective rates of assistance is most likely indicative of the 
assistance received by growers and curers in those years. Hence, 
probably the assistance was shared among growers and curers.
5.7 Conclusions
Malaysia imports various tobacco products which consist 
mainly of not-stripped and stripped Flue-cured Virginia (FCV) 
tobacco. The tobacco is imported from various countries, but 
mainly from the U.S.A. Due to the poor quality of MFCV tobacco, 
it has to be blended with the high quality imported (FCV) tobacco 
to give flavour to locally produced cigarettes. Thus, imported 
tobacco is a complement to MFCV tobacco. The quality of the MFCV
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tobacco is equivalent to Thai Flue-cured Virginia tobacco. The 
economic value of MFCV tobacco in the world market is not 
directly available because it is not exported or sold in free 
competition with imported leaf. Alternatively, its value can be 
estimated based on the C.I.F value of the Thai Flue—cured 
Virginia tobacco. Accordingly, the notional producer transfers 
of MFCV tobacco for 1980 and 1984 were estimated to be $29,497 
million and $35,857 million respectively.
The green leaf and cured leaf produced by the growing and 
curing activities are sequential products. The distribution of 
assistance between growing and curing activities is unknown. 
Thus, assistance given to the individual activities has been 
estimated based on two polar assumptions. First, that all of the 
tobacco pricing and local content assistance flows to the tobacco 
growing activity from curers through the price mechanism; and 
secondly, that all assistance is kept by curers.
With the assumption that all of the tobacco pricing and 
local content assistance flows to tobacco growing, the estimated 
effective rate of assistance for the growing activity in 1980 was 
1,232 per cent. This estimate shows that the activity has been 
given very high assistance. The effective rate of assistance for 
1984 has not been calculated because of a negative value-added 
caused by the value of output at the world price being less than 
the value of materials used in production (see Table 5.6), thus 
implying the even higher assistance. Under the similar 
assumption the estimated rates of asssistance for the curing 
activity in 1980 and 1984 were —12.44 and —3.60 per cent. 
Therefore, the curing activity has not received any assistance,
90
in fact these estimates reflect the extent of which the curing 
activity has been taxed by the community (see Table 5.7).
On the other hand, with the assumption that all of the 
tobacco pricing and local content assistance is kept by tobacco 
curers, the estimated effective rates of assistance for growing 
activity in 1980 and 1984 were only 22.06 and 14.92 per cent 
respectively. These estimates show that the assistance which has 
been given to the growing activity was quite low (see Table 5.8). 
Under the same assumption, the estimated effective rates of 
assistance for the curing activity in 1980 and 1984 were not 
calculated due to the negative value-added. This therefore 
implies that at world prices the value of outputs of cured leaf 
were less than the value of materials used in production (see 
Table 5.9). Thus, indicates that the assistance received by the 
activity for these years was extremely high.
In respect of the joint activity of growing and curing, 
the estimated effective rates of assistance for 1980 and 1984 
were 107.34 and 169.46 per cent respectively. These estimates 
show that the joint activity was given very high assistance in 
both years.
The results of this study suggest that the joint activity 
is the most relevant assumption for the MFCV tobacco industry, 
since it assumes that the assistance is shared by growers and 
curers rather than kept fully by curers or passed on totally to
growers.
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CHAPTER 6
SUMMARY, COMPARISONS AND POLICY IMPLICATIONS 
6.1 Summary of The Study
In Malaysia, the government has been encouraging the 
modernization of the tobacco growing industry with the objective 
of increasing farmers’ incomes and their levels of living. As 
one of the industrial crops and a potential export crop under 
the National Agricultural Policy (released in early 1984), 
tobacco will continue to be grown with the emphasis on increasing 
productivity and leaf quality.
The Malaysian Flue-cured Virginia (MFCV) tobacco industry 
has been receiving government assistance with research, credit 
facilities, extension services and with fertiliser subsidies. 
It has also been receiving indirect assistance resulting from 
government pricing and local-content policies. It is claimed by 
some groups that the industry has been given too much assistance 
by the government. However, the real extent of the assistance 
has never been correctly measured. This study itemises the 
assistance that has been given and measures the extent of that 
assistance using procedures developed in the literature on 
effective protection.
The theory of the effective rate of protection has been 
adopted as a basic theoretical framework for this study. The
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study aims to measure the level of assistance given to two main 
activities of the MFCV tobacco industry: growing and curing 
individually and jointly. The extent of the assistance received 
by the cigarette manufacturing activity itself was not been 
measured , due to the difficulty of obtaining the necessary data. 
Several standard measures such as the Effective Rate of 
Assistance, Net Subsidy Equivalent, Nominal Rate of Assistance 
and Gross Subsidy Equivalent were used to measure assistance in 
this study.
The green leaf and cured leaf produced by the growing and 
curing activities are sequential products. The distribution of 
assistance between the growing and curing activities is unknown. 
Thus, ■ in this study the measurement of assistance to the 
individual activities of growing and curing were carried out 
based on two assumptions: first, that all assistance flows to 
growers from curers through the price mechanism and secondly that 
all assistance is kept by curers.
Futhermore, the notional producer transfer is estimated 
based on the economic value of MFCV tobacco in the world market. 
This study found that the quality of Thai Flue-cured Virginia 
Tobacco is equivalent to the quality of MFCV tobacco. 
Accordingly, the estimated C.I.F value of the Thai tobacco was 
used as a basis in estimating the notional producer transfers.
A major finding of the study is that the extent of the
assistance given to the individual activities of growing and
curing depend critically on the assumed flow of assistance
provided by pricing and local-content policies. Under the
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assumption that all of the assistance flows to growers from 
curers, in 1980, the estimated effective rate of assistance for 
the growing activity was 1,232 per cent. However, the effective 
rate of assistance for 1984 was not calculated due to the 
negative value-added (implying even higher assistance). On the 
other hand, under similar assumptions the estimated effective 
rates of assistance for the curing activity were -12.44 and -3.6 
per cent in 1980 and 1984 respectively. Therefore, the activity 
was taxed by community.
If it was assumed that the assistance was fully retained 
by curers, the estimated effective rates of assistance for the 
growing activity for 1980 and 1984 were 22.06 and 14.92 per cent 
respectively. But, the effective rates of assistance for the 
curing activity in 1980 and 1984 were not calculated due to the 
negative value-added, implying again very high assistance.
The pooled results show that the estimated effective 
rates of assistance for the joint activity of growing and curing 
for 1980 and 1984 were 107.34 and 169.64 per cent respectively. 
Probably, the estimated assistance is most indicative of the 
assistance received by both growers and curers.
6.2 Problems, Limitations and Advantages of The Study
Several problems were faced in this study. First, there 
was the problem of determining the C.I.F value of MFCV tobacco at 
the world market. This is because MFCV tobacco is not traded in 
the world market. Thus, the C.I.F value has to be estimated 
based on internationally-traded Flue-cured Virginia tobacco of a
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similar quality and processing stage with MFCV tobacco. Although 
it was found that the Thai Flue-cured Virginia Tobacco has a 
similar quality and processing stage as MFCV tobacco, it was 
still difficult to estimate the cost of freight and insurance for 
Thai tobacco due to conflicting evidence from different sources 
of trade statistics. As a result, the cost of insurance and 
freight had to be estimated on the basis of a typical freight 
and insurance cost for similar products.
Secondly, the accuracy of the results of this study 
largely depend on the assumptions made regarding the distribution 
of the assistance between the growing and curing activities. 
Finally, certain aspects of this study were based on secondary 
data sources. Thus, the accuracy of the results of the study 
depend heavily on the accuracy of this data.
The theoretical frame work of this study (the effective 
rate of protection) is based on several assumptions. However, 
the violation of these assumptions will not diminish the value of 
the results of assistance measurement, although they might 
complicate the interpretation which could be placed on estimates 
of the nominal and effective rates of assistance. Furthermore, 
several additional assumptions were made in the calculation of 
individual elements of assistance. Thus, the results of the 
study are also influenced by the validity of these assumptions.
Although there are some weaknesses in the theoretical 
frame-work used in this study, the concept of the effective rate 
of assistance has provided a reliable and practical method of 
measuring the assistance given to the MFCV tobacco industry,
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particularly to the joint activity of growing and curing.
6.3 Comparison of The Levels of Assistance Afforded 
The MFCV Tobacco Industry and Other Industries
A study by the Kelim and Ecocomic Consultants Limited 
(1980), includes the calculation of effective protection 
coefficients of seven Malaysian commodities i.e rubber, oil palm, 
cocoa, coconut, rice, beef and diary products for 1977. The 
study also presents the following relationship between the 
effective protection coefficient and the effective rate of 
protection:
EPCi = ERPi + 1
where: EPCi = Effective protection coefficient of industry i.
ERPi = Effective rate of protection of industry i.
Based on this relationship, the effective rates of protection of 
a large number of Malaysian industries in the primary and 
manufacturing sectors for 1973, which were estimated by the 
Economic Planning Unit were also converted into effective 
protection coefficients. These were then compared to the 
effective protection coefficients of the seven agricultural 
commodities.
Since, basically, the effective rate of assistance is 
similar to effective rate of protection, the estimated effective 
rates of assistance for 1980 and 1984 of the joint activity of
tobacco growing and curing can be compared to the estimated
effective rates of protection of the above seven Malaysian
commodities for 1977 as well as the larger number of Malaysian
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industries in the primary and manufacturing sectors for 1973. 
These comparisons are shown in Table 6.1.
In addition, Table 6.1 shows the effective rates of 
protection of the manufacturing industries in West Malaysia for 
1972 which were estimated by Piei (1978).
The effective rates of assistance and effective rates of 
protection in the Table were estimated in different years, 
nevertheless the comparisons do give some indication of the 
levels of assistance to those industries. These show that the 
levels of assistance afforded the joint activity of MFCV tobacco 
industry in 1980 and 1984 were far higher than that were afforded 
to other agricultural industries in 1973 and 1977, with the
exception of milk and beef industries. The rates were also 
higher than that received by the total manufacturing sector in 
1973. Futhermore, the comparisons show that the level of
assistance received by the joint activity of the MFCV tobacco 
industry in 1980 and 1984, were higher than the levels of
protection received by most industries in 1972. The exceptions 
were the clothing, rubber products, industrial chemicals, other 
electrical appliances and fertilisers. While the levels of 
assistance received by the 'battery1 and 'assembly of motor 
vehicle’ in 1972 were higher than that received by the tobacco 
joint activity in 1980, but not in 1984.
6.4 Policy Implications and Future Research
The findings of this study have several policy
implications for future government strategies related to the
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TABLE 6.1: COMPARISONS OF THE LEVELS OF ASSISTANCE 
RECEIVED BY THE MFCV TOBACCO INDUSTRY 
AND BY OTHER INDUSTRIES
a. Estimated Effective Rate of 
Assistance (ERA) For the 
Joint Activity of Tobacco 
Growing and Curing
Year ERA (%)
1980 107.34
1984 169.64
Effective Rate of Protection
(ERP), estimated by the
Economic Planning Unit for
1973
Industry ERP (%)
Rubber 1
Oil palm 1
Coconut 2
Livestock 17
Agriculture (foods) 29
Total primary
industry ** -8 to 29
Total manufacturing
(mean) 60
Effective Rate of Protection
(ERP) Estimated by the Kelim
and Economic Consultants
Limited For 1977
Industry ERP (%)
Rubber
(smallholders) -32
Oil palm
(smallholders) -36 to -34
Cocoa
(smallholders) 9
Cocoa-coconut
(intercropping
smallholders) 5 to 6
Coconut
(smallholders) -11 to 2
Rice 26 to 68
Industry ERP (%)
Milk
i) Smallholders 
(crossbred cattle) 760
ii) Smallholders
(LID cattle) *
Beef
i) Smallholders
(buffalo) 380
ii) Smallholders 
(Kedah-Kelantan
cattle) 3,270
d. Effective Rate of Protec­
tion (ERP) on Selected 
West Malaysia Manufacturing 
Industries For 1972 Esti­
mated by Piei
Industry ERP (%)
Pineapple canning 15
Clothing 400
Rubber products 170
Plywood mills 30
Industrial chemicals 180 
Fertilisers 250
Paints, etc 0
Soap and cleaning 
preparation 10
Chemical products 10
Petroleum products 0
Cements 30
Batteries 130
Other electrical 
appliances 1600
Assembly of motor 
vehicles 125
Note: * Negative value-added.
** Agriculture, forestry, fishing and mining. 
Sources: Kelim and Economic Consultants Limited (1980); 
Piei (1978).
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future development of the MFCV tobacco industry, particularly in 
providing assistance to the growing and curing activities. 
Government assistance on pricing and local content of MFCV 
tobacco was most important. Other forms of government assistance 
such as research on tobacco, credit facilities, extension 
services and fertiliser subsidy are relatively insignificant.
For a number of reasons, the extent of the assistance 
afforded the growing and curing activities of MFCV tobacco cannot 
be directly compared to the assistance afforded other activities 
(which could be using resources now used to produced MFCV 
tobacco) , because of the problems indentified above. It is 
suggested, therefore, that similar studies be carried out for 
such competing activities to enable more direct comparisons to 
be made. It is also suggested that a similar study be carried 
out for the whole MFCV tobacco industry, including the 
manufacturing activity, so the magnitude of the assistance given 
to the whole industry can be clearly identified.
The findings of this study, together with similar studies, 
could provide information to the government useful for making 
decisions regarding the economic merit of alternative crops to 
tobacco. Such studies can also assist the Malaysian society in 
formulating policies relating to the distribution of income, both 
among farmers, and between urban and rural employment.
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GROSS DOMESTIC PRODUCT BY INDUSTRY OF ORIGIN 
(SELECTED YEARS)
SECTOR 1965* 1970# 1975# 1980# 1983#($Mi11) ($Mi11) ($Mi11) ($Mi11) ($Mi11)
PRIMARY 2,653(40.5%) 4,575(37.2%) 5,596(32.2%) 7,426(28.3%) 8,401(26.8%)
. Agriculture, forestry, 
livestock and fishing. 2,066 3,797 4,804 6,255 7,030
. Mining and quarrying 587 778 792 1,171 1,371
SECONDARY 951(14.5%) 2,125(17.3%) 3,504(20.2%) 6,084(23.2%) 7,379(23.5%)
. Manufacturing 682 1,650 2,850 4,875 5,628. Construction 269 475 654 1,209 1,751
TERTIARY 2,948(45%) 5,152(42%) 7,811(45%) 11,900(45.4%) 15,030(48%)
. Electricity, gas and water 150 229 365 605 771. Transport, storage and 
communications 284 581 1,071 1,803 2,509
. Wholesale and retail trade, 
hotels and restaurants
)
) 1,400
1,633 2,219 3,529 4,234
. Finance, insurance, real )
estate and bussiness services) 1,036 1,468 2,041 2,512
. Government services 404 1,367 2,210 3,202 4,191
. Other services 710 306 478 702 813
Less: Imputed bank service
charges - 117 211 407 710
Plus ■: Import duties - 573 665 1,225 1,298
Equal: Gross Domestic Product 
at purchasers' value 6,552 12,308 17,365 26,228 31,398
SOURCES: Second Malaysia Plan 1971-1975 (p.31), Fourth Malaysia Plan 1981-1985 (p.ll), Mid-Term Review 
of the Fourth Malaysia Plan 1981-1985 (p.39).
* Gross Domestic Product at purchasers' value in 1965.
# Gross Domestic Product at purchasers' value in 1970.
COMMODITY EXPORT VOLUME AND VALUE
COMMODITY 1965 1970 1975 1980 1983
Rubber: Volume (1000 mt) 969.7 1,324 1,417 1,525.7 1,563
Value ($ Million) 1,461.8 1,724 2,016 4,616.8 3,663.5
Ti n: Volume (1000 mt) 75.4 91 76.7 69 57.1
Value ($ Million) 871.8 1,013 1,217 2,505 1,718.3
Sawlogs: Volume (1000 cu.m) 4,114.9 6,288 5,800 15,152.1 18,751.7
Value ($ Million) 262.3 643 632 2,621.1 2,794.4
Sawn Timber: Volume ('000 cu.m) 520.8 961 1,152 2,999.9 3,287.1
Value ($ Million) 95.4 201 363 1,179 1,220.6
Palm Oi1: Volume (1000 mt) 162.8" 394 1,130 2,138 2,912.8
Value ($ Million) 116.1 263 1,375 2,515 2,976.8
Crude Petroleum: Volume (1000 mt) 1,865.6 4,743# 3,685# 11,252 14,233.9
Value ($ Million) 86.7 203 853 6,709 7,871
Copper: Volume (1000 mt) - - 21.4 107.4 120
Value ($ Million) - - 18 177 158
Pepper: Volume (1000 mt) 19.2 26.5 32.64 31.7 23.5
Value ($ Million) 44.3 59 109 108.0 78.3
Cocoa: Volume ( mt ) - - - 30.6 56.1
Value ($ Million) - - - 162 227.6
LNG: Volume (1000 mt) - - - - 1,690
Value ($ Million) - - - - 977
Manufacturers: Value ($ Million) - 392 1,912 6,106.6 9,797
Other Commodity Export:Value';($Mi 11) 844.2 665 594 1,472.1 1,440
Total Gross Commodity Export: 3,749 * 5,163 9,089 28,171.6 32,922.5Value \$ Million;
SOURCES: Second Malaysia Plan 1971-1975 (p.22-25), Third Malaysia Plan 1976-1980 (p.21), Mid-Term Review 
of the Fourth Malaysia Plan 1981-1985 (p.48-49).
Including Palm Kernel.
# Including partly refined petroleum.
* After less adjustment $ 33.6 million.
o
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APPENDIX C
THE DISTRIBUTION OF MFCV TOBACCO CULTIVATION AREAS
PERLIS Tumpat
THAILAND
Bachok
KEDAH
Pasir Pulch 
--  Bcsul
Machang
i TERENGGANU
--Tanah Mcrah
Kuala TerengganuPULAU PINANG KELANTAN
PERAK Dungun
Kemaman
Sungai Ular
PAHANG
Kuantan
SELANGOR
, NEGERI..
ISEMBILAN 8Lenggeng
Remhau
Kuala Rompin
MELAKA
A lor Gajah
Bclimbing
JOHOR
International boundry
State boundry
Tobacco cultivation areas
(May, 1985), M.A.R.D.I, Kuala Lumpur.
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APPENDIX D
MALAYSIAN FLUE-CURED VIRGINIA TOBACCO GROWING
The growing of Malaysian Flue-cured Virginia (MFCV) 
tobacco can be divided into the following stages (see Teo Hui 
Bek (1979; pp. 5-7) and Wan Azraan (1985; pp. 19-24)):
1. Seedbed
The seeds are sown onto a seedbed (measuring 0.19m by 
4.57m) which is covered by a piece of plastic material mounted on 
a wooden framework. Each seedbed should be able to cater for 
1,000 to 1,500 plants. To facilitate supervision and 
maintenance, farmers must sow in centralised seedbeds. The sites 
of these seedbeds are usually organised and managed by tobacco 
curers. The top-soil of the seedbed is mixed with 0.9 kilograms 
of tobacco fertiliser and some foliar spray may be needed to 
boost the growth. Adequate watering is essential to ensure good 
germination. The plants are regularly sprayed with insecticide 
and fungicide and are ready for transplanting to the secondary 
seedbed after 26 to 28 days. The varieties planted are 
McNair 12, NC 95, N 68 and McNair 14.
2. Secondary Seedbed
The seedlings are transplanted into open-ended plastic 
bags measuring 10.15cm x 11.42cm. This ensure a better stand 
when the plants are later planted in the field and also reduces 
mortality after field planting. The soil used to fill the 
polybags is mixed with 1.36 kilograms of fertiliser and polybags
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are arranged on a shaded bed close to the planting field. This 
shade is gradually withdrawn towards the end of the secondary 
seedbed stage to harden the seedlings. During this stage, the 
plants are regularly sprayed with insecticides and fungicides and 
the leaves of the bigger seedlings are clipped to obtain a more 
even stand. The seedlings are ready for field planting after 
about 14 to 20 days.
3. Field Planting
While the seedlings are in the seedbed, the planting field 
is prepared. Suitable planting field must be unshaded, well 
drained, high lying and the soil should be friable. The field is 
first ploughed with a rotovator. After this, ridges a 1.02 
meters apart, are made. Planting holes (0.56 meter apart) are 
dug and the field is then ready to receive the seedlings. The 
seedlings are planted with about 2.28 litres of water in the 
planting hole and dry earth is used to cover up the hole. This 
reduced evaporation enables the soil to retain the moisture for a 
longer period and this helps to stablise the seedlings.
4. Post Planting Maintenance
After planting, for alluvial soil, the seedlings are 
fgf£j_2_ised with a special tobacco fertiliser mixture which 
contains Nitrogen, Phosphorus, Potassium, Magnesium and Boron at 
a rate of 168, 134, 27 and 3.4 kilograms per hectare 
respectively, with the recommended rate of 53 kilograms per bag 
for 1,000 plants (0.35 hectare). Besides that, it is recommended 
that an additional fertiliser application of 7 kilograms of
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Nitrogen per hectare be made with 3 kilograms Potassium Nitrate 
(depending on the weather conditions, soils and the growth of the 
plant) between 21 and 35 days from the day of planting.
For the Bris soil, the recommended fertiliser is a 
mixture which content of Nitrogen, Phosphorus, Potassium, 
Magnesium and Boron at a rate of 40, 165, 230, 60 and 4 kilograms 
per hectare respectively, with recommended rate of 70 kilograms 
per 1,000 plants. Again, it is recommended that an additional 
fertiliser application of 20 kilograms of Potassium Nitrate per 
hectare be used between 21 and 35 days from planting.
Two to three rounds of post planting cultivation, about 10
days apart , are carried out to keep the soil in a friable
condition, aerate the soil and to control weeds. Usually , this
laborious operation is carried out by hand. Ideally, the first
two to three weeks after planting should be dry so as to
encourage the development of the root system. An evenly
distributed rainfall during the growing season would ensure a 
good yield. Fungicides and insecticides are regularly sprayed 
and the leaves are ready for harvesting in about 45 to 60 days 
after planting, depending on the weather conditions. Topping of 
the infloresence and suckering practices are recommended to 
enable the leaf to develop further.
5. Harvesting
The leaf ripens from the bottom upwards at the rate of 
about 3 to 4 leaves per week, and harvesting is usually carried
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out about twice a week. A relatively dry period during the 
harvesting season improves the quality and the curing 
characteristics of tobacco. Under favourable weather conditions, 
the number of leaves harvested may exceed 20 leaves per plant and 
the harvesting period takes about 1.5 to 2 months to complete. 
After the last harvest, as a sanitary practice to reduce pest and 
diseases, the stumps are uprooted and burnt.
SCHEDULE OF PLANTING AND CLOSED SEASON APPENDIX E 
FOR MFCV TOBACCO 1982/83
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1. KOTA BHARU AND BACHOK AREA
TYPE OF SOIL SEASON DATE FOR SOWING DATE FOR PLANTING
BRIS FIRST 1 A' 10.10.82 - 25.10.82 25.11.82 to 10.12.82
FIRST ' B' 1.11.82 to 15.11.82 15.12.82 to 30.12.82
SECOND 5.12.82 to 15.12.82 22.1.83 to 5.2.83
THIRD 10.1.83 to 20.1.83 27.2.83 to 10.3.83
CLOSED SEASON: 10.7.83 TO 15.10.83
ALLUVIAL FIRST 15.2.83 to 24.2.83 5.4.83 to 20.4.83
SECOND 25.3.83 to 5.4.83 15.5.83 to 29.5.83
THIRD 25.4.83 to 30.4.83 13.6.83 to 23.6.83
CLOSED SEASON: 30.9.83 TO 14.2.84
PASIR MAS AND TANAH MERAH AREA
TYPE OF SOIL SEASON DATE FOR SOWING DATE FOR PLANTING
SANDY AND FIRST 1.11.82 to 15.12.82 20.12.82 to 5.1.83
ALLUVIAL
SECOND 'A' 15.2.83 to 28.2.83 5.4.83 to 20.4.83
SECOND ' B' 5.3.83 to 15.3.83 25.4.83 to 5.5.83
THIRD 10.4.83 to 20.4.83 28.5.83 to 7.6.83
CLOSED SEASON: 15.9.83 TO 30.10.83
. TUMPAT AREA
TYPE OF SOIL SEASON DATE FOR SOWING DATE FOR :PLANTING
FIRST 7.11.82 to 21.11.82 24.12.82 to 10.1.83SANDY AND 25.3.83ALLUVIAL SECOND 'A'1 1.2.83 to 10.2.83 15.3.83 to
SECOND "B'1 20.2.83 to 5.3.83 8.4.83 to 22.4.83
THIRD 10.4.83 to 20.4.83 28.5.83 to 10.6.83
CLOSED SEASON: 15.9.83 TO 30.10.83
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4. PASIR PUTEH AREA
TYPE OF SOIL SEASON DATE FOR SOWING DATE FOR PLANTING
BRIS FIRST 25.10.82 to 15.12.82 12.12.82 to 5.2.83
BRIS/ALLUVIAL SECOND 10.1.83 to 28.2.83 27.2.83 to 20.4.83
ALLUVIAL THIRD 1.4.83 to 5.5.83 20.5.83 to 20.6.83
CLOSED SEASON: 1.9.83 TO 24.10. 83
BESUT AREA
TYPE OF SOIL SEASON DATE FOR SOWING DATE FOR PLANTING
BRIS FIRST 25.10.82 to 10.11.82 12.12.82 to 26.12.82
SECOND 5.12.82 to 15.12.82 22.1.83 to 5.2.83
THIRD 10.1.83 to 20.1.83 27.2.83 to 10.3.83
CLOSED1 SEASON: 15.7.83 TO 24.10.83
ALLUVIAL FIRST 15.2.83 to 28.2.83 5.4.83 to 20.4.83
SECOND 1.4.83 to 15.4.83 20.5.83 to 30.5.83
THIRD 30.4.83 to 5.5.83 15.6.83 to 20.6.83
CLOSED SEASON: 15.9.83 TO 14.2.84
MACHANG AREA
TYPE OF SOIL SEASON DATE FOR SOWING DATE FOR PLANTING
ALLUVIAL FIRST 1.3.83 to 25.3.83 15.4.83 to 15.5.83
SECOND 25.4.83 to 15.5.,83 19.6.83 to 10.7.83
CLOSED SEASON: 10.10..83 TO 28.2.84
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7. BUKIT PAYONG AREA
TYPE OF SOIL SEASON DATE FOR SOWING DATE FOR PLANTING
SANDY AND 
ALLUVIAL
FIRST 'A' 5.11.82 to 15.11.82 20.12.82 to 30.12.82
FIRST 'B' 10.12.82 to 20.12.82 25.1.83 to 5.2.83
SECOND 15.1.83 to 25.1.83 1.3.83 to 10.3.83
THIRD 20.3.83 to 10.4.83 5.5.83 to 25.5.83
CLOSED SEASON: 25.8.83 TO 10.10.83
8. MERCANG, TRENGGANU AREA
TYPE OF SOIL SEASON DATE FOR SOWING DATE FOR PLANTING
SANDY FIRST 'A' 1.10.82 to 10.10.82 15.11.82 to 25.11.82
FIRST 'B' 5.11.82 to 15.11.82 20.12.82 to 30.12.82
SECOND 10.12.82 to 20.12.82 25.1.83 to 5.2.83
THIRD 15.3.83 to 5.4.83 1.5.83 to 21.5.83
CLOSED SEASON: 25.8.83 TO 30.9.83
DUNGUN, TRENGGANU AREA
TYPE OF SOIL SEASON DATE FOR SOWING DATE FOR :PLANTING
SANDY FIRST 'A' 25.9.82 to 5.10.82 10.11.82 to 20.11.82
FIRST 'B’ 25.10.82 to 5.11.82 10.12.82 to 20.12.82
SECOND 10.12.82 to 20.12.82 25.1.83 to 3.2.83
THIRD 26.2.83 to 15.3.83 10.4.83 to 30.4.83
CLOSED SEASON: 10.8.83 TO 24.9.83
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10. BATU RAKIT, TRENGGANU AREA
TYPE OF SOIL SEASON DATE FOR SOWING DATE FOR PLANTING
SANDY AND 
ALLUVIAL
FIRST 'A' 1.11.82 to 10.11.82 15.12.82 to 25.12.82
FIRST 'B' 1.12.82 to 10.12.82 15.1.83 to 25.1.83
SECOND 15.2.83 to 25.2.83 1.4.83 to 10.4.83
THIRD 15.3.83 to 5.4.83 1.5.83 to 21.5.83
CLOSED SEASON: 25.8.83 TO 10.10. 83
11. KUANTAN, ROMPIN AND KEMAMAN AREA
TYPE OF SOIL SEASON DATE FOR SOWING DATE FOR: PLANTING
SANDY AND FIRST 'A' 5.10.82 to 25.10.82 20.11.82 to 10.12.82
ALLUVIAL
FIRST 'B' 5.11.82 to 25.11.82 20.12.82 to 10.1.83
SECOND 10.2.83 to 25.2.83 25.3.83 to 10.4.83
THIRD 1.4.83 to 15.4.83 15.5.83 to 30.5.83
CLOSED SEASON: 25.8.83 TO 4.10.83
12. RAUB AREA
TYPE OF SOIL SEASON DATE FOR SOWING DATE FOR PLANTING
SANDY AND FIRST 15.9.82 to 30.9.82 30.10.82 to 15.11.82
ALLUVIAL
SECOND 15.10.82 to 30.10.82 30.11.82 to 15.12.82
THIRD 15.11.82 to 30.11.82 30.12.82 to 15.1.83
CLOSED SEASON: 10.4.83 TO 14.9.83
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13. MELAKA, NEGERI SEMBILAN AND JOHOR AREA
TYPE OF SOIL SEASON DATE FOR SOWING DATE FOR PLANTING
SANDY AND FIRST 15.10.82 to 31.10.82 1.12.82 to 15.12.82
ALLUVIAL
SECOND 1.1.83 to 20.1.83 15.2.83 to 4.3.83
THIRD 15.2.83 to 28.2.83 20.3.83 to 5.4.83
CLOSED SEASON: 30.7 .83 TO 14.10.83
CEDAR AND PERLIS AREA
TYPE OF SOIL SEASON DATE FOR SOWING DATE FOR PLANTING
SANDY AND FIRST 15.9.82 to 30.9.82 1.11.82 to 15.11.82
ALLUVIAL
SECOND 5.12.82 to 20.12.82 20.1.83 to 5.2.83
THIRD 20.2.83 to 5.3.83 5.4.83 to 20.4.83
CLOSED SEASON: 1.8.83 TO 14.9.83
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APPENDIX F
PLANTING PROGRAM FOR SHORT-TERM CROPS IN KELANTAN
MAIN SEASON IRR(CATION
MAIN SEASON NON l Ml GATED
LONG-TERM fADI INLAND
Groundnuts
Water melon
Vegetables
Tobacco
RAINFALL 
inches 1978
Source: EIU, 1980 cited by The Economist Intelligent Unit, 1985, 
Tobacco and Food Crops Production in The Third World.
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APPENDIX G
COSTS' OF PRODUCTION 
(1980
FOR GREEN LEAF, 
and 1984)
1,000 PLANTS
(UNIT $)
ITEM 1980 1984
SEEDBED
Seeds 0.05 0.06
Insecticides and fungicides 2.27 0.89
Fertiliser 0.94 0.78
Shade 2.271 2.10
Framework for shade 4.102 5.14
Seeding pot 2.82 1.93
Land rental 2.185 0.90
FIELD PLANTING
Land rental 45.893 38.26
Fertiliser 13.386 16.22
Insecticides and pesticides 11.88 24.62
Plough!ng 19.56 20.52
Anti-sprouting liquid - 10.30
FARM EQUIPMENT
Watering can 2.07 0.64
Sprayer 6.67 2.72
Hoe 1.337 1.33
Depreciation (water pump) - 8.00
Fuel - 4.07
Repairs - 1.41
Transport of Green Leaf - -
SUB TOTAL $115.44 $120.95
COST OF LABOUR $194.33 # $191.04 #
TOTAL COST $309.77 $311.99
PLUS 14% RETURN ON 
COSTS - $355.67*
COST PER KILOGRAM $ 0.623
(OUTPUT 497 KGS)
$ 0.671 *
(OUTPUT 530 KGS)
SOURCES: Lapuran Kajian Kos Pengeluaran Daun Tembakau 1980, National
Tobacco Board.
Kertas Kerja Jawatankuasa Kos Ke 1/1/85, National Tobacco Board.
Note: * Including 14% return on cost i.e. $43.68.
The detail of this cost is in Appendix Ga.#
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LABOUR REQUIREMENTS FOR PLANTING 1,000 TOBACCO PLANTS
(1980 and 1984) (UNIT: HOURS)
ACITVITIES
SEEDBED PREPARATION 
Ridging
Preparing shade 
Sowing 
Fertilising 
Top dressing
SEEDBED MAINTENANCE
Watering in week I, II, III, IV 
Spraying
Weed control (carried out by hand) 
Separating seedlings 
Exposing seedlings to the sun 
Other controls 
Clearing seedbed site
SECONDARY SEEDBED PREPARATION 
Ridging
Filling seeding pots with soil 
Transplanting to secondary seedbed 
Preparing shade
SECONDARY SEEDBED MAINTENANCE
Watering 
Spraying 
Replanting 
Ferti lising 
Clipping
Exposing seedlings to the sun 
Weed control 
Other controls
Clearing secondary seedbed site
FIELD PLANTING PREPARATION
Ridging
Digging planting hole 
Post planting cultivation
FIELD PLANTING CONTROL
Fertilising 
Replantjng 
Watering 
First hoeing 
Second hoeing 
Spraying
Weed control (carried out by hand) 
Tooping and desuckering 
Harvesting 
Other controls
Stump removal _ ___________
Total for labour force
1980 1984
4.67 0.71
2.62 0.52
0.42 0.16
- 0.17
— 0.52
8.07 23.08
0.58 0.35
2.80 0.98
0.43 0.16
0.14 0.38
0.14 0.58
0.29 1.00
7.99 7.00
6.83 8.16
13.35 6.05
5.21 6.10
5.15 13.86
1.55 0.38
1.43 0.46
0.29 1.31
1.87 4.11
0.43 0.41
— 0.24
— 0.68
1.88
15.86 10.50
) 7.32
)19.88 7.89
5.85 20.23
2.29 0.53
— 7.09
) 9.67
)14.50 6.47
7.22 11.35
3.71 1.00
9.55 -
17.71 11.25
1.14 -
3.68 3.75
172.74 169.81
SOURCES: Lapuran Kajian Kos Pengeluaran Daun Tembakau 1980, National Tobacco
Board.Kertas Kerja Jawatankuasa Kos Ke 1/1/85, 1985 National Tobacco Board.
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appendix h
THE GRADE AND PRICE STRUCTURES FOR GREEN LEAF
(1980 and 1984 )
GRADE 1980(cents/kg)
1984
(cents/kg)
PRIMINGS
Fully ripe 45 56
Under ripe 28 33
Over ripe and/Blemish 17 18
LUGS
Fully ripe 61 76
Under ripe 45 56
Uneven ripeness and/Blemish 28 33
Over ripe and/Blemish 17 18
LEAF
Fully ripe 61 76
Under ripe 45 56
Uneven ripeness and/Blemish 28 33
Over ripe and/Blemish 17 18
TIPS
Fully ripe 53 66
Under ripe 28 33
Over ripe and/Blemish 17 18
National Tobacco Board, 1984. Tobacco Statistics 1984,SOURCES:
The National Tobacco Board, Kota Bharu (p.24).
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APPENDIX I
MALAYSIAN FLUE-CURED VIRGINIA TOBACCO CURING
The curing process of Malaysian Flue-cured Virginia 
tobacco by conventional barn can be divided into several stages 
as follows (see Teo Hui Bek (1979; pp. 13-14) and DeBardeleben 
(1980; p. 19)):
1. Stringing
After purchase, the green leaf are sorted out and tied 
to sticks of 1.37 meter in length. Each stick may take about 120 
leaves.
2. Loading
After stringing, the leaf are loaded into the curing 
barns to be cured. A conventional barn measuring 4.9m x 4.9m x 
6m, has a capacity to accomodate about 2,273 to 2,955 kilograms 
of green leaf. The barns are usually constructed of wood with 
asbestos walls and roofing and an iron flue pipe system for 
heating.
3. Curing
The curing process involves the controlled removal of 
water from green leaf, which contain up to 90 per cent water, and 
converting it into cured leaf which should have a moisture 
content of 12 to 15 per cent. The green leaf (in conventional 
barn) is subjected to artificial heat (typically from burning 
wood from old rubber trees) starting at 32° C and ending around
120
76.6 C. The carefully controlled drying process (curing) is 
achieved by regulating the temperature and ventilation. In this 
process the green leaf turn yellow to reddish—orange in colour, 
thin to medium in body and mild in flavour. Curing by the 
conventional barn takes about 5 to 7 days with the curing ratio 
varying from 7 to 12 depending on the initial quality of green 
leaf, weather conditions during harvesting and the curing process 
itself.
4. Unloading and Grading
After the leaf has been cured, it is carefully unloaded 
and brought to the grading shed. Here the leaf is untied from 
the sticks and then graded according to the position of each leaf 
on the plants, colour, blemishes and spotting.
5. Baling
The graded cured leaf is tied into 'hands' and these 
'hands' are packed and compressed into bales. The bales are 
lined with plastic and sown in hessian cloth to protect against 
humidity. Each bale must only contain the same grade of cured 
leaf.
6. Sales of Cured Leaf
Curers may market their bales of cured leaf at their own 
stations or deliver their bales to central marketing stations 
which are operated by the National Tobacco Board (NTB) where 
the tobacco bales are purchased by the various cigarette 
manufacturers under the NTB's arbitration, if necessary.
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APPENDIX J
COSTS OF PRODUCTION FOR CURED LEAF 
(1980 and 1984)
PER KILOGRAM
(UNIT: CENT)
ITEM 1980 1984
GREEN LEAF COST
Green leaf 591.85 617.32Market labourer 19.0 23.3Transport 15.0 20.7Market clerk 6.0 8.2
CURING
Stringing 19.0 18.7
Unstringing 9.0 8.9
Loading/unloading 12.0 15.6
Fireman 20.0 20.5
Firewood/fuel 59.0 62.9
GRADING
Checker 9.0 12.6
Grading 23.0 20.0
Baling labourer 6.0 6.2
BALING MATERIAL AND
TRANSPORT
Hessian cloth
and etc 5.0 4.7
REPAIRS
Barns 12.0 18.3
Shed, office and store 7.0 5.7
Grading equipment 3.0 3.4
Office equipment - 1.8
PERMANENT STAFF
Manager 23.0 30.5
Station supervisor 15.0 18.2
Clerk 13.0 13.2
Field staff 23.0 26.2
Watchman 6.0 5.4
TEMPORARY STAFF
Field staff 7.0 8.5
Clerk 4.0 3.9
Other workers - 6.0
ALLOWANCE & EPF
Chairman 6.0 -
Manager 5.0 5.8
Station supervisor 2.0 2.2
Field staff (temp) 3.0 2.8
Field staff (perm) 1.0 1.8
EPF 5.0 6.1
DEPRECIATION AND INTEREST
Barns 19.0 36.0
Shed, office and storage 6.0 10.0
Office equipment 1.0 -
Interest on capital loan 11.0 41.8
Interest on operating loan 8.0 23.1
Continued . . .
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ITEM 1980 1984
MISCELLANEOUS
Stati on ery 2.0 1.3
Insurance 7.0 8.6
Electricity/fuel 2.0 1.4
Farm equipment 2.0 3.4
Clearing (site) 2.0 1.1
Medical facilities 1.0 0.9
Donation 3.0 2.0
Rental (land) 2.0 3.1
Clerk - 4.9
Miscellaneous 7.0 3.7
TOTAL COSTS 1001.85 cents 1140.0 cents
PLUS 14% RETURN ON
COSTS 140 cents 160 cents
VALUE PER KILOGRAM $ 11.41 $ 13.00
SOURCES: Lapuran Kajian Kos Pengeluaran Daun Tembakau 1980, National
Tobacco Board.
Kertas Kerja Jawatankuasa Kos Ke 1/1/85, 1985, National 
Tobacco Board.
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APPENDIX K
GRADE AND PRICE STRUCTURES FOR CURED LEAF 
FOR 1980 TO 1984
1980
GRADE Low
($/kg)
High 
($/kg)
1981
($/kg)
1982 to 1984 
($/kg)
HIGH
B1 and T1 11.00 11.44 14.55 14.50
B2 and T2 9.68 10.12 12.79 12.50
A1 8.91 9.35 12.57 12.40
DPI - 9.68 12.57 11.60
MEDIUM
B3 and T3 8.58 9.02 12.35 12.10
B4 and T4 7.26 7.70 8.82 9.00
K1 8.14 8.58 10.58 10.80
K2 7.04 7.48 8.38 8.20
A2 6.38 6.82 7.72 8.90
DP2 - 6.76 7.72 8.70
LOW
K3, B5 
and A3 5.39 6.83 6.61 8.05
B6 and A4 - 2.97 3.31 5.20
TD - 3.08 3.31 3.50
NON DESCRIPTIVE
ND1 1.36 2.20 2.20
ND2 - 1.36 1.32 1.32
SOURCE: National Tobacco Board, 1984. Tobacco Statistics 1984,
The National Tobacco Board, Kota Bharu (p.25).
APPENDIX L
GOVERNMENT REVENUE EROM THE TOBACCO INDUSTRY
(UNIT: $'000)
YEAR CUSTOMDUTIES
EXCISE
DUTIES
CORPORATE
TAX
SALES
TAX TOTAL
1975 151,934 34,482 16,500 58,492 261,408
1976 139,292 36,581 29,200 64,570 269,643
1977 167,119 45,754 25,200 70,270 308,343
1978 173,050 52,000 28,800 76,570 330,420
1979 170,543 55,390 32,000 80,424 338,357
1980 186,255 58,555 40,600 90,954 376,364
1981 239,318 64,332 59,300 91,934 454,884
1982 238,569 75,233 59,705 95,687 469,194
1983 308,666 131,421 51,383 111,744 603,214
1984 272,525 150,147 55,266 122,997 600,935
SOURCE: Ministry of Primary Industries (personal communication).
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IMPORT DUTY STRUCTURE FOR TOBACCO AND CIGARETTES
APPENDIX M
TYPE OF PRODUCT 1980 1981 1982 1983 1984
$/kg $/kg $/kg $/kg $/kg
Unmanufactured Tobacco
Tobacco, not stripped, flue- 
cured, Virginia 17.12 32.54 50.00 50.00 50.00
Tobacco, not stripped, other 
than Virginia type, flue- 
cured 27.12 32.54 50.00 50.00 50.00
Tobacco, wholly or Partly 
stripped, flue-cured
Virginia 27.12 32.54 50.00 50.00 50.00
Tobacco, wholly or Partly 
stripped, other 27.12 32.54 50.00 50.00 50.00
Tobacco refuse 27.12 32.54 50.00 50.00 50.00
Manufactured Tobacco
Cigars, cheroots, cigarillos 48.50 58.20 60.00 60.00 60.00
Cigarettes 36.38 43.66 60.00 80.00 80.00
Beedies 15.76 16.91 17.00 17.00 17.00
Snuff 38.80 46.56 60.00 60.00 60.00
Cut-rag - - - 65.00 65.00
Other Manufactured Tobacco 
Airtight containers 24.25 29.10 60.00 60.00 60.00
Other 24.25 29.10 60.00 60.00 60.00
Other 8.00 10.32 11.00 11.00 11.00
Other (cut-rag before 1983) 28.81 28.37 50.00 50.00 50.00
Other 29.25 29.10 50.00 50.00 50.00
SOURCE: Annual Budget (Various Years).
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APPENDIX N
IMPORTS OF TOBACCO AND TOBACCO MANUFACTURE
1980 1981 1982 1983 1984
1. Tobacco, not
stripped, flue 
cured of 
Virginia Type 
Volume tkg) 15,294 1,180
Value ($CIF) 170,804 10,225
Tobacco, not 
stripped other 
than Virginia 
Type, flue 
cured
Volume (kg) 60,288 40,835
Value ($CIF) 705,327 599,896
Tobacco, stripped,
flue cured of 
Virginia Type 
Volume (kg) 4,039,004 3,049,635
Value ($CIF) 60,675,554 54,396,304
Tobacco Stripped
other than 
Virginia Type 
flue cured 
Volume (kg) 0 1,072
Value ($CIF) 0 3,847
Cigars, Cheroots,
Cigari1los 
Volume (kg) 39,905 130,351
Value ($CIF) 601,444 2,261,846
Cigarettes
Volume (kg) 2,890,942 2,945,616
Value ($CIF) 46,909,309 57,192,069
Beedies
Volume (kg) 22,702 21,291
Value ($CIF) 284,605 324,197
Manufactured 
Tobacco in 
airtight 
containers 
for retail 
sale n.e.s . 
Volume (kg) 43,868 72,273
Value ($CIF) 1,388,368 2,364,204
Manufactured 
Tobacco not 
in airtight 
containers 
for retai1 
sale n.e.s. 
Volume (kg) 14,432 16,230
Value ($CIF) 301,359 342,402
236
3,221
221
3,851
1,716
58,058
30,644
504,184
306
9,473
80,697
1,041,868
3,092,843
57,463,294
1,050,672
18,381,128
3,409,376
67,886,617
5,073
94,476
529,614
5,857,524
562,404
7,807,262
4,558
473,518
7,347
547,933
10,398
704,065
3,212,187
65,372,118
2,426,943
40,148,114
1,146,909
19,151,779
20,194
324,487
23,982
379,312
24,640
370,877
31,183
1,188,975
8,271
248,773
2,955
73,288
24,846
855,649
64,374
2,295,719
26,349
1,017,201
Continued...
1980 1981 1982 1983 1984
10. Manufactured 
Tobacco not 
for use in 
mechanica1ly 
manufactured 
cigarette 
Volume (kg) 
Value ($CIF)
105,590 129,087
671,249 904,960
11. Other Manu­
factured 
Tobacco, 
n. e . s ._____
Volume (kg) 
Value ($C1F)
12. Tobacco: 
Rags
Cut
Volume (kg) 
Value ($CIF)
13. Manufactured 
Tobacco, n e. s,
Volume (kg)
Value ($CIF)
14. Tobacco extracts
and essences____
Volume (kg)
Value ($CIF)
15. Tobacco Refuse 
Volume (kg)
Value ($C1F)
0 1,045,028
0 11,682,287
0
0
0
0
0
0
126,449
111,885
0
0
0
0
362
1,680
177,631
152,911
139,782
837,975
1,617,130
22,469,765
0
0
0
0
38
885
74,970
95,709
154,613
941,291
1,570
66,429
445,382
8,159,820
36,159
645,359
179,712
1,270,749
0
0
157,831
3,769,460
0
0
3,605 0
126,143 0
0 2
0 184
Total Value of 
Import of Tobacco
& Tobacco Manu- 111,819,904 130,236,828 149,684,256 77,810,869 103,151,388
facture
SOURCES: Department of Statistics,
Yearly Statistics, External Trade
(Import) (Various issues).
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APPENDIX 0
ESTIMATION OF 
OF GREEN LEAF
THE COSTS OF 
FOR 1980 AND
MATERIALS USED 
1984
IN PRODUCTION
MATERIAL COST
MATERIAL ITEMS 1980 1984
SEEDBED
Seeds 0.05 0.06
Insecticides and fungicides 2.27 0.89
Fertiliser 0.94 0.78
FIELD PLANTING
Fertiliser 13.386 16.22
Insecticides and pesticides 11.88 24.62
Anti—sprouting liquid - 10.30
MISCELLANEOUS
Fue 1 - 4.07
Repairs - 1.41
Cost of material per 1000 
plants $28.53/1000plants
$58.35/1000
plants
Total cost of materials
$5,706,804($28.53 m H Wm
. , — x 99.414mi11)( 497a 8 .,.xkg-)
$7,930,756
x 72.036) ( 530a mKmmill kg
SOURCES: Calculated from Appendix G and Table 1.3 (in Chapter 1).
This is the quantity (in kg) of locally produced green 
leaf per 1000 plants.
This is the total quantity of locally produced green leaf.
Note: a
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APPENDIX P
ESTIMATION OF THE COSTS OF MATERIALS USED IN PRODUCTION 
PROCESSES OF CURED LEAF FOR 1980 AND 1984
MATERIAL ITEMS
MATERIAL COSTS
1980 1984
Green leaf 591.85 a 675.70 a
Firewood and fuel 59.0 62.9
Hessian cloth and etc 5.0 4.7
REPAIRS
Barns 12.0 18.3
Shed, office and store 7.0 5.7
Grading equipment 3.0 3.4
Office equipment - 1.8
MISCELLANEOUS
Stationery 2.0 1.3
Electricity/fuel 2.0 1.4
Cost of materials per kg 681.85 cents/kg 775.20 cents/kg
Total cost of materials $71,589,540 ($6.82 x 10.497
$55,466,750
mill) ($7.75 x 7.157 mill )
kg *) kg * )
SOURCES: Calculated from Appendix J and Table 1.4 (in Chapter 1).
Note: * This is the total quantity of locally produced cured leaf.
a The actual conversion factors of green leaf into cured leaf 
(9.47:1 in 1980 and 10.07:1 in 1984) used to estimate this 
materials cost.
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APPENDIX Q
estimation of DEPRECIATION in the production
PROCESS OF GREEN LEAF FOR 1980 AND 1984
ITEMS WHICH HAVE DEPRECIATION
DEPRECIATION VALUE 1980 1984
SEEDBED
Shade (2.271 X 207,) = 0.4542 (2.10 x 207,) 1 0.42
Framework for shade (4.102 X 207,) = 0.8204 (5.14 x 207,) = 1.028
Seeding pot (2.82 X 207,) = 0.564 (1.93 x 207,) = 0.386
FARM EQUIPMENT
Watering Can 2.07 a 0.64 a
Sprayer 6.67 a 2.72 a
Hoe 1.337a 1.33 a
Water pump - 8.00 a
Depreciation value 
per 1000 plants $11.91 $14.52
$2,382,336 $1,973,515
Total depreciation 
value
($11. 
( 497
91
b x 99 .414 mi11
, If ($14.52 k* > ( 530 b x 72.036) 
mill kg*)
SOURCES: Calculated from Appendix G and Table 1.3 (in Chapter 1).
Note: a This value is assumed to be the depreciation value as
shown in Appendix G.
b This is the quantity (kg) of locally produced green leaf 
per 1000 plants.
* This is the total quantity of locally produced green leaf.
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APPENDIX R
ESTIMATION OF DEPRECIATION IN THE PRODUCTION 
OF CURED LEAF FOR 1980 AND 1984
ITEMS WHICH HAVE
DFPRFTT ATT ON VAI1TF DEPRECIATION
1980 1984
Barns 19.0 a 36.0 a
Shed, office and store 6.0 a 10.0 a
Office equipment 1.0 a -
Farm equipment 0.2 (2 x 107.) 0.34(3.4 x 107.)
Depreciation value per kg 26.2 cents/kg 46.34 cents/kg
Total value of $2,750,214 $3,316,554
depreciation (26.2 cents x
mi
10.497)
11 kg*)
(46.34 cents x 7 . ] 
mill kg*]
SOURCES: Calculated from Appendix J and Table 1.4.
Note: a This depreciation value is already given as in Appendix F3. 
This is the total quantity of locally produced cured leaf.
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APPENDIX S
ESTIMATION OF THE COSTS OF MATERIALS USED AND DEPRECIATION 
INVOLVED IN THE JOINT ACTIVITY OF TOBACCO GROWING AND 
CURING FOR 1980 AND 1984
1980 1984
Materials 15,169,850 a 15,037,657 a
Depreciation 5,132,550 b 5,290,069 b
SOURCES: Appendix 0, Appendix P, Appendix Q and Appendix R.
Note: a This amount is equal to the total cost of material used
in growing activity plus total cost of materials 
used in curing activity in which the total cost of 
green leaf is excluded.
b This amount is equal to total depreciation of growing 
activity plus total depreciation of curing activity.
EXPENDITURE ON TOBACCO RESEARCH FOR GROWING AND CURING ACTIVITIES 
FOR 1980 AND 1984
(Unit: $)
AGENCY
GROWING CURING JOINT ACTIVITY OF GROWING AND CURING
1980 1984 1980 1984 1980 1984
1. Malaysian Agriculture 
Research Development 
Institute (M.A.R.D.I.)
355,294 540,088 246,899 460,075 602,193 1,000,163
2. Malaysian Tobacco 
.Company (M.T.C.)
677,000 804,400 - - 677,000 804,400
Total Expenditure 1,032,294 1,344,488 246,899 460,075 1,279,193 1,804,563
SOURCES: Persona 1 
Persona 1
Communication
Communication
with M.A.R.D.I. 
with M.T.C.
H
K-»
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APPENDIX
ESTIMATION OF CONCESSIONAL CREDIT RECEIVED BY GROWERS FROM THE 
NTB AND AGRICULTURAL BANK IN 1980 AND 1984
SCHEME OF CREDIT 1980 1984
1. Fertiliser b $ 6,679,541 x 3 x 9Yo = $ 150,289.67 $ 4,363,238 x 3 X 12.81% = $ 139,732.70
12 12
2. Plastics b $ 398,598 a x 4 x 9?0=$ 11,957.94 $ 406,078 x 4 X 12.81% = $ 17,339.53
(Seeding Pot 12 12
and Shade)
3. Water Pump b $ 272,032 x 12 x 9% =$ 24,482.88
12
4. Insecticide and b - - $ 858,554 x 4 X 12.81% = $ 36,660.25
Pesticides 12
5. Credit for c $ 928,200 x 4 x 97„ = $ 27,846.00 $ 82,500 x 4 X 12.81% = $ 3,523.00
Tobacco Growing 12 12
Total Concessional
C r e d i t $ 214,576.49 $197,255.48
SOURCES; Ministry of Primary Industries, Basic Statistics on Tobacco, October, 1985.
Personal Communication with the National Tobacco Board and Agricultural Bank.
Note ? a
b
c
This is estimated from total credit for plastics (i.e. seeding pot, shade and hessian cloth) 
in 1980.
This Credit is provided by the National Tobacco Board.
This credit is provided by the Agricultural Bank.
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APPENDIX
ESTIMATION ON CONCESSIONAL CREDIT RECEIVED BY CURERS FROM THE 
AGRICULTURAL BANK FOR 1980 AND 1984
1980 1984
Total credit 
Period
The concessional rate
Estimated concessional 
credit
$ 32.8 million.
$ 6 months.
0.57,
$32.8 mill x _6 x 0.57, a 
12
$ 82,000
Total credit 
Period
The concessional rate
Estimated concessional 
credit
$ 32.4 million.
6 months.
2.817,
$32.4mi 11 x_6 x 2.817,a 
12
$ 455,220
SOURCES: Annual Report 1980, Bank Negara Malaysia.
Annual Report 1984, Bank Negara Malaysia.
Bank Negara Malaysia, Monthly Statistical Bulletin (Various issues).
Personal Communication with The National Tobacco Board.
Personal Communication with The Agricultural Bank.
NOTE: a This is the difference between the average interest rate of commercial bank and average interest 
rate charged by Agricultural Bank to curers.
u>
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APPENDIX
EXPENDITURE ON EXTENSION SERVICES FOR GROWING AND CURING ACTIVITIES 
IN 1980 AND 1984
YEAR EXPENDITURE ($)
GROWING ACTIVITY CURING ACTIVITY JOINT
CURING
ACTIVITY OF GROWING AND
1980 119,783 29,946 149,729
1984 136,071 20,333 156,404
SOURCE: Personal Communication with National Tobacco Board.
137
APPENDIX X
TARIFFS ON MATERIALS AND ITEMS WITH DEPRECIATION 
VALUE USED IN CULTIVATION FOR 1980 AND 1984
ITEMS TARIFFS
MATERIALS
1980 1984
1. Insecticides 22 cents per liter -=1.27,e 1.27,
2. Fungicides 22 cents per liter =1.27»e 1.27,e
3. Anti—sprouting liquid $1.58 per liter = 11.77=e
4. Shade 25 % 257,
5. Seeding Pot 25 7= 257,
6 • Framework for shade 15 7o 157,
7. Fertiliser $44.29 per tonne = 7.067, e 7.067,e
Estimated average tariff 12.31 7» 12.317,
ITEMS WITH DEPRECIATION
VALUE
1980 1984
1. Watering can no tariff no tariff
2. Sprayer 30 7, 307,
3. Hoe no tariff no tariff
4. Water pump 10 7= 207,
5. Plough machine 20 7o 57,
Estimated average tariff 12 7> 117,
SOURCES: Government of Malaysia, Trade Classification and
Customs Tariff, 1978.
Government of Malaysia, The Budget (Various issues).
Note: e This tariff is estimated through conversion.
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APPENDIX Y
TARIFFS ON MATERIALS AND ITEMS WITH DEPRECIATION 
VALUE USED IN CURING FOR 1980 AND 1984 *
ITEMS TARIFFS
MATERIAL
Hessian cloth 25 7<>
Firewood 15 7„
Fuel 33 7.
Repairs of Barns, Shed, Office, Store 
and grading equipment
.. Timber 15 7»
.. Asbestos (roofing and partition
sheets)
10 7»
Repairs of office equipment
.. Parts and accessories of typewriters 25 7>
.. Parts and accessories of calculating
machines
25 7.
.. Parts and accessories of duplicating
machines
25 7»
Stationery
.. Papers No tariff
.. Staples 20 %
.. Duplicator stencils 20 7,
Estimated average tariff 19.36 7o
ITEMS WITH DEPRECIATION
VALUE
Barn, shed, office and store
.. Timber 15 7,
.. Asbestos (roofing and partition
sheets)
10 7=
Continued...
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ITEMS TARIFFS
Office equipment
.. Typewriter machine 25 7=
.. Calculating machine 25 7»
. . Fan 45 |
.. Office furniture 50 7o
.. Iron cabinet 25 |
.. Duplicating machine 25 |
Farm equipment
.. Hoe No tariff
.. Weighing equipment 35 7o
.. Shovel and spade 15 70
Estimated average tariff 24.55 7o
Note: * Tariff applicable for 1980 and 1984.
SOURCES; Government of Malaysia, Trade Classification and 
Customs Tariff, 1978.
Government of Malaysia, The Budget, (Various issues).
ESTIMATION OF TARIFFS ON MATERIALS AND ITEMS WITH DEPRECIATION 
VALUE USED IN THE GROWING AND CURING ACTIVITIES FOR 1980 AND 
1984
CLASSIFICATION
OF TARIFF
GROWING ACTIVITY CURING ACTIVITY
JOINT ACTIVITY OF GROWING AND 
rnRTNr:---------------------------—
1980 1984 1980 1984 1980 1984
Tariffs on materials $5,706,804x 12.317, $7,930,756x12.317, $9,463,046*xl9.367, $7,106,901*xl9.367. $2,160,339 $2,021,997
(1 + 12*317,) (1 + 12.317.)
= $625,508 = $869,269
(1 + 19.367.) (1 + 19.367.)
= $1,534,891 = $1,152,728
Tariffs on items with 
depreciation value $2,382,335x 127. $1,973,514x1 17, $2,750,214x24.557. $3,316,554x24.557.
$797,344 $849,298
(1 + 127. ) (1 +117.)
=$255,250 -$195,573
(1 + 24.557.) (1+24.557.)
= $542,094 = $653,725
SOURCE: Table 1.3 (Chapter 1),Appendix W .Appendix X.
Note: * The cost of green leaf is excluded.
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